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THE FEDERAL FARM-LOAN ACT 


The American farmer has had a harder time to get credit and 
has had to pay more interest on his loans than the American busi- 
ness man or the European farmer. This is not altogether due to 
his inability to give good security, nor to any doubt about his 
ultimate ability to pay his debts, but is principally because he has 
wanted the use of money for longer periods than the commercial 
banks like to lend it and because rural credits have not been organ- 
ized in such a way as to suit the convenience of the long-time 
investor, or to provide adequately for the safety of his investment. 
This condition has been recognized for several years and diligent 
efforts have been made to provide a remedy. 


I 


Conditions are unsatisfactory in respect to both land-mortgage 
long-term and personal short-term credit, but the former is gener- 
jally conceded to be the more fundamental and important problem. 
Notwithstanding all difficulties, the farmer has succeeded in getting 
a good deal of money on mortgage security. The total is estimated 
at more than 33 billion dollars. Much of this amount is loaned at 
reasonable rates, but in many sections interest is unreasonably and 
unnecessarily high, and, for the most part, the loans are made for 
relatively short terms—three to five years. 


129 
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This condition is shown by the study which was made of the sub- 
ject for the Department of Agriculture under the direction of Mr. 
C. W. Thompson. Mr. Thompson sent a set of questions to five 
representative farmers in each county of the United States, another 
to the country banks, another to agricultural agents, and still 
another to the thirty thousand local crop correspondents who report 
regularly to the Bureau of Crop Estimates in the Department of 
Agriculture. The replies were grouped geographically and the 
results were tabulated to show the average interest rates and the 
average commission paid on farm mortgages in the different sections 
of each state in the Union. 

Only in New York, New Jersey, and Pennsylvania does the 
average interest rate fall close to 6 per cent, and the commission 
makes the average total cost of loans from one-half of 1 per cent 
to 1 per cent higher. Interest rates on farm mortgages are gener- 
ally somewhat more than 6 per cent in Delaware, Maryland, 
Virginia, West Virginia, and North Carolina. Even in New Eng- 
land, where capital is abundant, farm-loan rates average over 6 per 
cent. The averages are from 6 to 8 per cent in Ohio, Indiana, 
Illinois, Michigan, Wisconsin, Minnesota, Iowa, Missouri, and 
Kentucky; and from 8 to 10 per cent with a few districts reporting 
as high as 11 and a fraction in Nebraska, Kansas, and South 
Dakota in the Middle West, in South Carolina, Georgia, Florida, 
Alabama, Mississippi, Tennessee, Arkansas, and Louisiana in the 
South, and in Washington, Oregon, California, Arizona, and Utah 
in the far West. Most of the farm-mortgage rates in Texas are 
more than 1o per cent, and this is true also in North Dakota, Mon- 
tana, Idaho, Wyoming, Colorado, and New Mexico. In Oklahoma 
the conditions reported were the worst of all, not a single section of 
the state reporting as low an average rate as 10 per cent and one 
section averaging as high as 143 per cent. In some parts of 
Oklahoma the addition of commission charges to the interest rate 
brings the total cost to the farmer above 19 percent. This figure 
being an average for a considerable part of the state, it follows that 
there must be many cases in which the cost is even more exorbitant. 

Very little of the farm-mortgage business is done on the amorti- 
zation plan, and some of the institutions operating on that plan 
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compel the repayment of principal in rather too short a time. As 
the amortization-plan business is an insignificant part of the whole, 
renewals are necessarily frequent, with the attendant commission 
charges and other costs. It is obvious that notwithstanding the fact 
that large amounts are already loaned on farm mortgages and that 
many cases can be cited in which the interest charges are not unrea- 
sonable, there is nevertheless a big national problem to be solved 
in improving and extending agricultural land mortgage credit. 

It is a problem in which the nation is even more vitally inter- 
ested than the farmer himself, for availability of funds at reason- 
able rates is encouragement to the farmer to improve his lands and 
so increase his yield of foods. The farmer’s temptation to “rob 
the soil” which might be another’s after the old-fashioned three- 
year or five-year mortgage should fall due does not exist under the 
long-term, non-callable, amortization-plan mortgage which gives 
the farmer a satisfactory sense of permanence in his land owner- 
ship and makes him the most interested and diligent conservator 
of his soil. Such a change in attitude interests and benefits us all, 
for it is certain to increase our national agricultural productiveness. 

But improvement of farm lands and increase of food supply are 
not the only important changes which may be brought about by 
improved rural credits. We may also expect that better credit 
facilities will increase the number of independent home-owners 
working their own lands and reduce the number, or at least reduce 
the proportion, of tenants laboring on the lands of absentee land- 
lords. This would surely represent an advance, for in this country 
of ours there is already enough absentee landlordism on the farm 
to give us very serious cause for apprehension. We may hope, too, 
that improvement in rural credits will tend noticeably to check the 
drift of population to great cities, which, it is generally recognized, 
has gone too far for the good of the country. 

A great national problem is involved in increasing the nation’s 
food supply and in improving the character of the nation’s 
citizenship by diffusion of ownership in land. Because of these 
distinctively national underlying purposes the development of land- 
mortgage credit must as a matter of general policy be accomplished 
through national legislation. And from a technical point of view 
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the problem is national, because the greatest possible mobilization 
of mortgages on lands of diverse character and subject to diverse 
conditions, together with the strongest possible securities and guar- 
anties, will bring the lowest interest rate for capital and the best 
security for the investor; and only a national system can afford such 
adequate mobilization and such strong security. All political 
parties, practically all members of both Houses of Congress, and 
practically all students of the question agree that a national land- 
mortgage system had to be developed and established by Congress 
and Congress has finally established such a system. A brief recital 
of the steps leading up to this action may be of interest. 


II 


The subject of rural credits was mentioned in the platforms of 
all the great political parties in 1912, and each pledged itself to 
action for the betterment of credit facilities on the farm. The 
Democratic platform declared that the question is “‘of equal impor- 
tance with the question of currency reform.” The Republican 
platform contained substantially the same declaration: “It is as 
important that financial machinery be provided to supply the needs 
of the farmer for credit as it is that the banking and currency sys- 
tems be reformed in the interest of general business.” The Pro- 
gressive party pledged itself “to foster the development of agricul- 
tural credit.” 

In the spring of 1913 a commission of seven members appointed 
by the President traveled through Europe co-operating with a com- 
mission made up of members appointed by governors of the several 
states and some of the Canadian provinces, to study agricultural- 
credit conditions in the Old World. This commission concluded 
from a study of European experience that long-term land-mortgage 
credit presents a problem so distinct from that of short-term per- 
sonal credit that the two forms of credit cannot well be handled by 
the same bank or system of banks. The commission believed that 
the consideration of short-term personal credit should be deferred 
until after a land-mortgage system had been established, because 
the principles to be applied to the establishment of land-mortgage 
credit involve a more radical departure from existing practice in 
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the United States and because it must remain uncertain to what 
extent existing institutions can cope with short-term agricultural 
credits until we shall have had the opportunity to observe the 
effect of the Federal Reserve act and an adequate land-mortgage 
system, both of which should have a distinctly helpful effect on 
agricultural short-term credits. 

The commission appointed by the President embodied its recom- 
mendations for the establishment of an agricultural land-mortgage 
system in a specific bill, which was introduced simultaneously in the 
Senate by Senator Fletcher of Florida and in the House of Repre- 
sentatives by Representative Moss of Indiana in January, 1914. 
Space does not permit a full description of the provisions of this bill. 
It proposed the organization under federal charter of land-mortgage 
associations without limit as to number, with a minimum capital of 
$10,000 each, to operate within the territorial limits of a single state. 
These associations might be organized either on the co-operative 
principle or on the joint-stock banking principle, and each was 
authorized under certain restrictions to issue its own bonds 
secured by farm mortgages. This bill was generally condemned by 
farmers’ organizations because it was believed that under the con- 
ditions prescribed joint-stock banks would be organized rather than 
co-operative banks and that the bill was on the whole rather a bank- 
ers’ than a farmers’ measure. 

Many bills were introduced at about the same time in both 
Houses of Congress dealing with rural credits and especially with 
the agricultural land-mortgage problem. The several bills repre- 
sented different degrees of radicalism; some were well conceived 
and carefully drawn, others very hasty and incomplete. Of all the 
bills introduced by individual members, the one which received the 
most attention and the highest indorsement from farm organiza- 
tions was that introduced by Representative Bathrick, of Ohio, 
providing for the loaning of money on agricultural land mortgages 
directly from the United States Treasury. 

At the same time the Department of Agriculture was making 
an extensive study of rural credits. As a result of this study con- 
siderable valuable information was given to Congress, but the 
department did not evolve any concrete plan. 
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President Wilson, in his annual message delivered before the 
two Houses of Congress in December, 1913, called attention to “the 
urgent necessity that special provision be made also for facilitating 
the credits needed by the farmers of the country.” 

The Committees on Banking and Currency of the Senate and 
House appointed subcommittees on rural credits, and the two sub- 
committees held joint hearings and discussions for several months 
early in 1914. The joint subcommittee framed a bill which was 
introduced simultaneously in the two Houses in May, 1914, by 
Senator Hollis, of New Hampshire, and myself, respective chairmen 
of the two rural-credits subcommittees. Like the Fletcher-Moss bill, 
it dealt only with the land-mortgage problem. It provided for the 
organization under federal charter of small co-operative farm-loan 
associations, each to operate in a county or group of contiguous 
counties, making mortgage loans only to its own stockholders 
and in turn selling the mortgages, with its indorsement, to a 
Federal Land Bank, in which each local association was to be a 
stockholder. The bill provided for the organization of twelve such 
land banks, each with a minimum capital of $500,000, and each to 
operate within a district fixed by the Federal Reserve Board, the 
twelve districts to comprise the whole United States. The organi- 
zation of the land banks was insured by a provision that the federal 
government should buy as much of the minimum capital stock of 
each of the land banks as might not be subscribed by local associa- 
tions or by the public within thirty days after the opening of stock 
subscription books. The land banks were to issue bonds from time 
to time as they required funds, upon the approval of the Federal 
Reserve Board, and at a rate of interest fixed by the Board, and 
each bank was to guarantee the bonds of each of the other banks. 
In case the bonds did not sell readily at the interest rate prescribed 
by the Federal Reserve Board, provision was made for the pur- 
chase by the Secretary of the Treasury of such amount of the 
bonds as might be requested by the Federal Reserve Board, not to 
exceed $50,000,000 in any one year. 

The general plan proposed by this bill was followed in the Farm 
Loan act finally passed, though many minor modifications were 
made, as well as certain very important changes, such as the estab- 
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lishment of a system of joint-stock land banks and the elimination 
of the provision for purchase of farm-loan bonds by the Treasury, 
which will be hereafter discussed in greater detail. 

The Hollis-Bulkley bill met with general approval, except with 
respect to its provisions for government aid, which by many were 
considered too radical, and encountered determined opposition. 
The controversy over government aid made it impossible for the 
bill to be reported out of committee in either House for action by 
the Sixty-third Congress. 

During the closing days of the Congress the Senate adopted, as 
an amendment to the agriculture appropriation bill, Senator 
McCumber’s bill, which proposed to create, in the Department of 
the Treasury, a bureau of farm credits to loan on farm mortgages, 
at 5 per cent, an unlimited amount of government funds, to be 
raised by the sale of United States 43 per cent bonds at par. 
Briefly, the amendment was radical in the extreme, and very loosely 
drawn, practically the whole operation of the system being left to 
executive discretion. It is hardly necessary to discuss in detail the 
provisions of the McCumber amendment, as it passed the Senate 
without discussion, and was apparently agreed to by Senators who 
could not have been in sympathy with its provisions, merely for 
the sake of injecting the subject of an agricultural land-mortgage 
system into the agriculture appropriation bill, so that the committee 
of conference between the two Houses would be authorized to deal 
with the question. A conference committee has very broad discre- 
tion in dealing with any subject-matter which is in disagreement 
between the two Houses, and its report is not subject to amendment, 
but must be voted up or down as a whole. 

When the Senate amendments to the agriculture appropriation 
bill were considered in the House on March 1, the House voted to 
substitute for the McCumber amendment the Hollis-Bulkley bill, 
with minor technical changes, the only important change being the 
provision for the administration of the system by a newly created 
Farm-Loan Board, instead of by the Federal Reserve Board, as 
provided in the Hollis-Bulkley bill. This change was clearly an 
improvement, as agricultural interests will always feel greater con- 
fidence in the viewpoint of their own board than in that of a body 
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engaged primarily with problems of commercial banking; further- 
more, it is already demonstrated by experience that the duty of ad- 
ministering the land-mortgage system would have been too much to 
add to the already burdensome tasks of the Federal Reserve Board. 

But neither the McCumber amendment nor the Hollis-Bulkley 
amendment was enacted. The conference committee proposed, 
and Congress adopted, in lieu of both amendments, a provision 
creating a joint committee on rural credits made up of members of 
the two Houses, instructed to report to the Sixty-fourth Congress 
in January, 1916. The joint committee promptly organized and 
designated subcommittees on ““Land Mortgage Loans” and “ Per- 
sonal Credits.” In January, 1916, the joint committee made its 
land-mortgage report to Congress, and submitted a bill to create 
an agricultural land-mortgage system, the bill being introduced 
simultaneously in the Senate by Senator Hollis and in the House 
by Mr. Moss. 

This bill was debated and passed by both Houses with some 
amendments, but in all essentials it passed as reported by the joint 
committee. It is worth while to recall how nearly unanimously 
this measure was passed. It passed the Senate on May 4 by 57 
to 5, and the House on May 15 by 295 to 10. The conference 
report was adopted in the House by 311 to 12 and in the Senate 
without objection. The act was approved by the President and 
became a law on July 17, 1916. 


III 


Those who were charged with framing agricultural land- 
mortgage legislation were confronted with the problem of making 
a national system to apply to lands under many state sovereignties 
and under greatly varying conditions of climate, soil, crops, charac- 
ter of ownership, and methods of cultivation; they were con- 
fronted on the one hand with the American farmer’s individualism 
and lack of co-operative experience, and on the other hand with 
his distrust of a system operated by bankers for banking profits; 
they were called upon to devise a system of land appraisal liberal 
enough to satisfy the borrower, yet careful enough to satisfy the 
investor in land-mortgage bonds, and to devise a system of man- 
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agement efficient in operation yet without the payment of large 
salaries or commissions; they were called upon to reduce interest 
on farm mortgages without unduly enhancing values of farm lands; 
they had to establish long-term loans in a country in which the 
amortization system was practically unknown, and they had to 
reconcile widely divergent views as to the proper function of the 
government in the premises. There should be no surprise that the 
act as passed comprises 35 sections and covers 25 large pages. 
Nor should we criticize the complexities of the act. Complexities 
and difficulties are inherent in the subject and in the surrounding 
conditions. The true test to be applied to the act should not be 
its brevity, or the ease with which it may be understood by the 
casual reader, but rather its adaptation to all existing conditions 
and to all the purposes to be accomplished. Simplicity should be 
manifested rather in the smooth working of the law in actual 
operation than in the smooth wording of it on paper. And by this 
true test the law bids fair to justify itself, though it would obviously 
be idle to expect perfection in a law setting up a system so new to 
our people that it must of necessity be largely experimental. Criti- 
cism of the “complexity” of the act and criticisms of its mechanical 
workings must not be taken too seriously. The critics have had as 
little opportunity to observe its practical operation as have the 
authors. Whatever defects are developed by experience can be 
easily corrected, and there is likely to be as little partisanship shown 
in the task of correcting flaws as was shown in the preparation and 
enactment of the law. 

In presenting the bill to the Senate last April Senator Hollis 
said: ‘The plan has been criticized because it is cumbersome and 
complicated and because the bill is long. . . . . But the bill is not 
really long. It is as long as it is in order to make the operation 
simple and certain. It is not cumbersome. There could not be 
anything simpler than this bill.”” This is substantially true. Yet 
the act contains nearly sixteen thousand words. A recital of all 
of its provisions would be tedious, and, unless special stress were 
laid on the vital points, it would tend only to confuse. For the 
present purpose the important things may be conveniently empha- 
sized by the entire omission of minor details and technicalities. 
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To get in a few words the essence of what is in the law, we may 
turn to the description of it that Senator Hollis. gave to the Senate 
when he presented his bill: 


The pending rural-credits bill provides for a Farm-Loan Board which shall 
have general control over the system; twelve or more land banks which make 
loans on mortgage to the farmer; and many farm-loan associations which 
represent the farmers in their dealings with the land banks. 

The Farm-Loan Board is non-partisan, consisting of four members, in 
addition to the Secretary of the Treasury. 

Each land bank must have a capital of at least $500,000.' If the public 
does not subscribe the entire amount, the government will take the balance. 

The farm-loan associations are purely co-operative, made up entirely of 
borrowing farmers. Ten or more farmers may apply to the land bank of the 
district for a charter. Every farmer who wishes to borrow must become a 
member of the loan association, taking stock to the amount of 5 per cent of the 
face of his loan. The loan association takes out an equal amount of stock in 
the land bank, forwarding the money at once to the land bank. The land 
bank sends an official appraiser to examine the land, and, if the loan is made, 
forwards the funds to the farmer through the loan association. 

When the land bank has mortgages on hand to the amount of $50,000, it 
may issue a like amount of farm-loan bonds on the security of the mortgages as 
collateral. The land bank is limited in its issue of bonds to 20 times its capital 
and surplus. But as each borrower puts up 5 per cent of his loan in cash for 
capital stock, the issuing power of the land bank increases automatically. 

The loan associations are purely co-operative and may be of limited 
(double) liability or unlimited liability.2 All mortgages taken by the land 
bank from the members of a loan association are indorsed by it. The mort- 
gages from the two classes of associations are kept separate, and bonds issued 
on the unlimited liability? mortgages should sell on a better basis than the 
others. 

Farm-loan bonds issued by any land bank are guaranteed by all the other 
land banks, so that they have a broad insurance. 

Every farm-loan bond is secured as follows: 

1. By the capital, reserves, and earnings of the land bank which issues it. 

2. By the capital, reserves, and earnings of the 11 other land banks. 

3. By the collective security of all the.mortgages in its division (limited or 
unlimited) of the land bank, the mortgages pledged being at least equal in 
amount to the outstanding bonds. 

Every mortgage pledged as collateral is secured as follows: 

1. By the personal undertaking of the borrower. 


*This was amended. The act provides a minimum capital of $750,000. 


? The “unlimited liability” provision was eliminated by amendment. 
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2. By the security of the mortgaged land, in value at least double the 
amount of the loan. 

3. By the capital, reserves, and earnings of the local association indorsing 
the loan. 

4. By the individual liability of the members of the indorsing association. 

It is believed that these bonds will be marketed at par on a 4 per cent 
basis. The maximum charge for expenses and profits of the system is 1 per 
cent on the tace of outstanding mortgages, so that the farmer should get his 
money at 5 per cent. All the profits go to the loan associations in dividends 
and thus to the borrowers who are the shareholders in the local associations. 

Loans to farmers are on long term, and may be as long as thirty-six" years. 
They are on the amortization plan, so that with each interest payment the 
borrower will pay in a small amount on his principal. If he pays in 1 per cent 
of the principal yearly, he will pay out in thirty-six years. 

Loans must be on first mortgage and may not exceed 50 per cent of the 
appraised value of the land. The loan committee and the board of directors 
first pass on the value of the land and the character of the farmer. Before the 
land bank makes the loan its board of directors passes upon it and has the 
land appraised by a land-bank appraiser, who is a government official. In this 
way absolute safety is secured for each loan. 

The interest of the members of the loan association is secured by their 
ownership of stock, and by their double or unlimited liability,? as the case may 
be. Most of the local work of investigation, collecting payments, and forward- 
ing funds is done by them without expense. Their expenses will be very light. 

The mortgages and farm-loan bonds will be exempt from taxation and the 
bonds will be a legal investment for trust funds. 

It is believed that the system of land banks outlined affords a safe and 
attractive farm-land bond for the investing public; low interest rates, long- 
term mortgages, and easy payments for the farmers; low cost of administra- 
tion; simplicity of organization and operation; adaptability to the needs of 
every section; and stimulation to the spirit of generous co-operation among 
farmers. 


The system thus described is founded on sound principles. The 
mobilization of farm mortgages behind the several series of farm- 
loan bonds and the mutual guaranties of the Federal Land Banks 
make possible the creation of a national security in which invest- 
ment may be made without the risks attendant upon the possible 
mismanagement or failure of individual farmers or upon sectional 
crop failures or catastrophes. Certainly through a period of years 
most of our farmers will succeed in paying their debts, and through 


? Bill amended to provide for a maximum period of forty years. 


? The “unlimited liability’ provision was eliminated by amendment. 
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this well-organized mobilization of mortgages will absorb the losses 
incident to individual failures, so that the investor will have a 
security so safe that he can afford to accept a return representing 
only the actual value of the use of the credit, without adding any- 
thing to compensate for the risk which has hitherto been involved 
in farm mortgages. 

The exemption of the mortgages and farm-loan bonds from 
taxation only avoids double or treble taxation, since the lands which 
are the real basis of value remain subject to taxation according to 
the laws of the several states. The tax-exemption feature makes 
the bonds a more desirable investment and should substantially 
reduce the rate of interest demanded by the investor. 

Another valuable feature of this co-operative land-mortgage sys- 
tem is that it is so organized that it will be to the advantage of all 
who have a voice in controlling it to reduce the interest rate to the 
farmer; all self-interest in raising rates has been eliminated. Quite 
properly whatever profits may arise from the operation of the sys- 
tem will ultimately go back to the borrowers in the form of divi- 
dends upon the stock of the local associations which they are required 
to purchase. 

The amortization plan is established on absolutely sound prin- 
ciples. Amortization-plan loans cannot well be made by individual 
investors or by small institutions, since such lenders cannot use to 
advantage the small driblets of repayment on capital account which 
come in from year to year over a long period. Amortization loans 
should be made by institutions of large size, so that the annual 
amortization payments will be in sufficient volume for efficient 
reinvestment or for retiring obligations of the loaning institution. 
The concentration of the bond-issuing power in the twelve land 
banks adequately covers this point, as each of the institutions will 
undoubtedly have out enough loans so that the annual repayments 
on principal account will be considerable. 

The act, very wisely provides that the loans are to be made 
through small local co-operative associations. This gives the sys- 
tem the benefit of the knowledge which the farming members have 
concerning neighborhood land values and the personal character and 
ability of the applicants for loans. We may be assured that this 
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knowledge will be used to protect the banks against making ques- 
tionable loans, since every loan is guaranteed by the local associa- 
tions and thus its ultimate repayment is a matter of direct financial 
interest to each and every member stockholder of the association. 
Of course the land banks and bondholders are still further protected 
by the close government supervision provided. 

Co-operation is relatively new to the American farmer, and we 
often hear it said that he will not take kindly to a system which 
forces his co-operation with his neighbors and makes known to 
them the details of his land-mortgage operations. There is no 
doubt some force in this, but the loan applications already received 
by the Federal Farm-Loan Board are abundantly sufficient to 
insure the successful inauguration of the system, and there is every 
reason to believe that the actual operation of the system will pro- 
vide such an object-lesson in the benefits of farmers’ co-operation 
that the objections which have been suggested will, as time goes on, 
more and more fade into insignificance. In order to accelerate the 
farmers’ education in the co-operative idea as well as the other 
features of the operation of the Farm-Loan act, the Farm-Loan 
Board is authorized from time to time to prepare and distribute 
bulletins on the subject. With the help of this provision for propa- 
ganda the sound principles underlying the system should soon com- 
mend themselves to American farmers generally, and there is every 
reason to believe that the Farm-Loan act marks the beginning of a 
great and valuable co-operation among farmers hitherto unknown 
and believed to be impossible. 


IV 

There is a danger that legislation designed to encourage farm 
ownership by making farm lands more available as security for 
mortgages and by reducing the rate of interest on farm loans may 
defeat its own purpose. For if land is made more readily available 
as security, and the interest on mortgage loans is reduced, the 
value of the land is thereby increased. And if the value is in- 
creased, the increment of price will go to the present owner of the 
land, and it will be so much the harder for the tenant or farm hand 
to become a farm-owner, and the community will not be benefited 
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at all. Some enhancement of farm-land values probably cannot 
be altogether avoided if we are to improve farm-mortgage condi- 
tions at all; but it is a tendency which should be minimized as far 
as possible. 

The most practicable plan which has been devised to guard 
against the tendency to land speculation is to provide for the mak- 
ing of the loan to the man rather than to the land. The Farm- 
Loan act does this, for it limits the amount that may be loaned to 
any one individual to $10,000, and it limits the purposes for which 
a loan may be made. No loans may be made through farm-loan 
associations except to provide for the purchase of land for agricul- 
tural uses; for the purchase of equipment, fertilizers, and live 
stock necessary for the proper and reasonable operation of the 
mortgaged farm; for buildings and for the improvement of farm 
lands; or to liquidate indebtedness of the owner of the mortgaged 
premises existing at the time of the organization of the new system 
or subsequently incurred for one of the specific purposes here 
set forth. Loans are to be made only to those who are actually 
engaged, or agree forthwith to engage, in the cultivation of the 
mortgaged land. With these restrictions it is obviously impossible 
that anyone could use this system for the purpose of holding land 
for a rise in value, and it would be difficult for a landlord taking 
the benefit of tenant labor to get much advantage out of the system. 

Unfortunately the provisions intended to safeguard the system 
against possible speculative uses are not made to apply to the joint- 
stock banks for the incorporation of which under federal charter 
provision is made in the act. It is provided that Joint-Stock Land 
Banks may be organized by private capital subject to the same 
requirements and conditions as provided for the Federal Land 
Banks; each is to have at least $250,000 of capital stock and to be 
limited in the making of loans to first mortgages within the state 
in which it has its principal office and within some one contiguous 
state. The Federal Farm-Loan Board may use its discretion with 
respect to chartering these institutions, and has decided to defer 
the issuance of any charters until the organization of the Federal 
Land Banks shall have been completed. These Joint-Stock Land 
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Banks are permitted to make loans to others than cultivators of the 
soil, are not limited with respect to the purposes for which loans 
may be made, and are subject to no fixed maximum which may be 
loaned to any one individual. They will, therefore, to the extent 
that they are successful, tend to increase land prices, and so to 
make more difficult the acquisition of land by the landless, and to 
make more easy the financing and carrying of large landed estates 
by absentee landlords. In fact, the large loans will be the most 
encouraged because they are likely to be most profitable to these 
institutions organized solely for profit. 

The Joint-Stock Land Banks will provide a very unnecessary 
competition with the co-operative system, which, being so organized 
as to turn back to the borrower every dollar above the actual cost 
of getting his loan, needed no competition so far as the borrower’s 
interest is concerned. Every piece of business which the Joint- 
Stock Land Banks may succeed in drawing away from the co- 
operative banks will increase the overhead costs of the co-operative 
system and so increase the interest rate to the borrower. The tax 
exemptions provided in favor of the Joint-Stock Land Banks will 
inure to the benefit of the capitalists investing in the stock of the 
banks and to the benefit of the owners of land. It is, of course, 
true that many active farmers are owners of land, but the benefits 
provided through the co-operative loan associations are available 
to them because of the fact that they are active farmers, and are 
limited to their needs as active farmers, whereas the benefits pro- 
vided through the Joint-Stock Land Banks are available to them 
because they are landowners, and are available to the extent that 
they are landowners without respect to whether they are active 
farmers or not. 

The territorial limitations permitting a Joint-Stock Land Bank 
to do business only in the state of its principal office and one con- 
tiguous state provide too large a territory to permit that close per- 
sonal knowledge of lands and borrowers which will be possible for 
the co-operative loan associations, yet too small a territory to insure 
the bonds of such institutions against the possible ruinous effects of 
sectional crop failures or disasters. 
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V 


The provision of the act making the land banks depos- 
itories of government funds is technically open to criticism. Of 
course, this could not have been done for the sake of the con- 
venience of the Treasury Department. It was done undoubtedly 
for the purpose of permitting the Secretary of the Treasury to 
deposit funds in order to help out the banks in case they may 
need to be tided over in making interest payments on outstanding 
farm-loan bonds. Such help will tend to insure promptness in the 
payment of bond interest and so perhaps make the bonds more 
salable, and it can in a measure be justified, though a more direct 
and substantial method of government aid would have been 
preferable. The method adopted establishes the principle of 
government aid, but the limitation providing that no more than 
six million dollars may be on deposit with the land banks at any 
one time is such as to make the substantial effectiveness of the aid 
very doubtful, especially if the bonds outstanding shall amount to 
hundreds of millions of dollars. 

Farm-loan bonds secured by the mortgages provided for in the 
act may be issued by the several Federal Land Banks, as was stated 
above, to an amount not exceeding twenty times their capital stock, 
but each loan made automatically increases the capital stock 
of the bank making it, because the indorsing loan association is 
required to buy land-bank stock to the extent of 5 per cent of each 
loan made on its indorsement. The rate of interest will be fixed 
by the Farm-Loan Board but cannot be higher than 5 per cent. 
The security behind these bonds has been specifically stated in the 
extract quoted from Senator Hollis’ speech, and there is no reason 
to doubt that such tax-free bonds will afford a very appropriate 
employment for capital seeking long-term investment. Senator 
Hollis says of such capital: 


It includes the ordinary savings of the school-teacher, clerk, minister, and 
wage-earner; the proceeds of life insurance in the hands of widows and other 
beneficiaries; funds belonging to estates, minors, and wards in chancery, in the 
hands of executors, guardians, and trustees; funds of insurance companies, 
benevolent orders, and societies of various kinds; endowments of colleges, 
hospitals, museums, and other institutions; and assets to be invested by 
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receivers, courts, and governments. The aggregate of these is enormous. 
They require an investment that is absolutely safe and reasonably liquid in 
the sense that it may be converted into cash upon moderate notice; in other 
words, that it may find a ready market. A safe investment of this character 
need not carry a high rate of interest. 


The bonds seem good enough to command a wide market at a 
very low rate of interest, yet it is hardly reasonable to expect that 
they will sell readily in competition with more seasoned issues 
pushed by expert salesmen making commissions on their sales; at 
least until the farm-loan bonds have themselves become somewhat 
seasoned through prompt payment of interest over a series of years, 
the building up of land-bank reserves, and a more accurate general 
understanding of the financial status of the Federal Land Banks. 
It is likely, therefore, that the first issues of bonds will have to 
carry a somewhat higher rate of interest than will be demanded 
after the system is more firmly established and better known to the 
investor’s mind. This in turn leads to another embarrassment 
which aggravates the situation. If it is likely that future bonds 
will be issued at a rate of interest lower than that carried by the 
first issue, it follows that when that happens the farmers will be 
able to borrow at a lower rate and the first borrowers will want to 
refund their loans into new loans carrying the lower interest rate. 
This they can do, as their mortgages are payable at their option 
after five years. The probability that a large number will be 
refunded after five years into new loans at a lower rate makes it 
necessary that the bonds now issued must be callable at the option 
of the land banks at par after five years. This in turn makes the 
present bonds less desirable as an investment, as the market value 
could not go very much above par when the bonds are callable at 
par in so short atime. This in turn tends to necessitate a higher 
interest rate on the bonds first issued. In view of these con- 
siderations, it seems likely that the Farm-Loan Board will at the 
outset fix rates of interest on the bonds at the maximum rate, 5 per 
cent. This would make the interest rate to the farmer 6 per cent 
and would be a great relief in nearly every section of the country. 
But will these unseasoned bonds, which are so far not very well 
advertised, sell sufficiently readily, even on a 5 per cent yield, 
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without the services of brokerage houses or bond salesmen for whose 
compensation no direct provision is made in the act? In one 
respect the situation is most favorable. So much money has been 
made in the course of the existing industrial prosperity, and so 
much is still being made, that great accumulations must of neces- 
sity be seeking investment now and in the near future. There could 
hardly be a more favorable time so far as financial conditions are 
concerned for marketing bonds of this character. It is to be hoped 
that under these conditions a sufficient number of the bonds will 
be readily absorbed to insure the success of the system. 

The provision of the Hollis-Bulkley bill for purchase of bonds 
by the Secretary of the Treasury would have solved this question 
beyond doubt. It might have created sufficient public confidence to 
assure the purchase of the bonds by the public, so that no call what- 
ever would have been made upon the Treasury. But if it had 
resulted in making a substantial call upon the Treasury in the 
course of the coming spring, it would of course have been necessary 
to increase correspondingly the United States bond issue which seems 
likely to be necessary inany event. As the law now stands, without 
any provision for the purchase of farm-loan bonds by the Treasury, 
it is difficult to say just what would be done in the event the mar- 
ket should fail to absorb farm-loan bonds sufficiently rapidly to 
meet the demand for loans. It would seem that a government 
system having been set up, supported by Treasury subscription to 
capital stock of land banks and deposits of Treasury funds to tide 
over emergencies, the opposition to government aid has more or less 
frankly collapsed, and the only question remaining is as to the kind 
and amount of government aid which shall be afforded. This will 
not be determined by any theoretical considerations; it necessarily 
follows from the mere establishment of this government system 
that the government must and will give it support to whatever 
degree and in whatever manner may be necessary to make it a 
success. The government, having subsidized the system by pur- 
chasing millions of dollars of capital stock of land banks upon which 
it cannot get a dividend, could hardly refuse in case of necessity to 
purchase farm-loan bonds, a preferred security paying the market 
rate of interest. 
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The establishment of an entirely new system must at best be 
in part an experiment, and it is to be expected that experience will 
point the way to many changes and improvements in the Farm- 
Loan act; yet it is certain that a very auspicious start has been 
made, and the very anticipation of the establishment of a federal 
farm-loan system has already caused interest rates on farm mort- 
gages to come tumbling down to a very marked degree throughout 
the length and breadth of the country. This is as it should be. 
There is no reason why banks and insurance companies or private 
investors should be driven out of the farm-loan business, but it is 
most important that they should be held in check by the active 
competition of a co-operative system under efficient government 
supervision and control. 

The Farm-Loan act provides adequately for the mobilization of 
farm-mortgage credit; it establishes the amortization system of 
repayment; it provides adequately for care and conservatism 
coupled with real sympathy in the making of loans; and it provides 
some safeguards against the undue use of the benefits of the system 
for land speculation. It has given us a well-qualified and efficient 
Farm-Loan Board, and has committed the government, without 
party division, to the great task of establishing an adequate Ameri- 
can agricultural land-mortgage system. A great reform, agitated 
and labored with for years, has already begun to bear fruit, and 
bids fair in the course of the next few years to fulfil most of the 
hopes that have been aroused by the discussion of it. 

ROBERT J. BULKLEY 
CLEVELAND, OHIO 








GOVERNMENT OWNERSHIP V. PRIVATE OWNERSHIP 
OF RAILWAYS IN CANADA 


The state ownership of railways was first definitely adopted 
in America by the maritime provinces of Canada, and a state-owned 
railway afterward became the economic basis of the confederation 
by which Nova Scotia and New Brunswick were united to the 
inland provinces of Upper and Lower Canada (now Ontario and 
Quebec), thus forming the nucleus of the Dominion which now 
extends from the Atlantic to the Pacific. To tell how the current 
of this policy was turned awry and left the present Dominion with 
a state railway unequally yoked to three privately owned trans- 
continental railways is to unfold an instructive tale of history, 
bringing into light the fundamental contrast of state ownership 
and private ownership of railways. We have here illustrated in 
the same country the effects of legislation on railways and the 
influences of railways upon legislation. 

Before giving a brief outline of the railway history of Canada 
let us try to clear away some of the fog which has gathered around 
the railway question. This is needful because the present genera- 
tion was born and bred under private-company ownership and 
consequently that condition is so familiar as to seem like one of 
the laws of nature. The great majority have no knowledge of 
the revolution in the viewpoint toward railways that has come 
about in the last half-century in lands outside of America. If any 
ten Americans of average intelligence were told that sixty-five 
countries in the world have railways on a considerable scale and 
then were asked how many of these carry on their railways by 
government ownership or operation the majority would answer, 
from five to ten. They are surprised when told that fifty-one of 
these sixty-five nations now nationally control their railway systems 
by ownership, or operation, or both. It is indeed hard to realize 
that of all the nations in the world which count for anything in 
civilization the United States and Canada stand practically alone 
in having their modern highways, or the great majority of them, 
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under the control of private corporations., The average man will 
be still more surprised when he learns that in the early years of 
railway building there was but one nation (Belgium) that main- 
tained the immemorial principle of the state’s sovereignty over the 
highway and applied it to the railway as the new supplanter of the 
highway. 

This theory of state domination of railways has spread in a 
remarkable way in the last forty years, and this advance is note- 
worthy in two respects. In the first place, since it has attained 
its momentum there has been no backwash toward private owner- 
ship. It is singular that in the whole world there have been only 
four cases of even partial abandonment of state ownership: Para- 
guay, Cuba, Peru, and Newfoundland. The case of Peru, however, 
is qualified by a condition that at the end of a stated period the 
Peruvian government may exercise its option of resuming posses- 
sion; and in the instance of Cuba it is interesting to learn that 
within the last few months the Cuban government has decided to 
appoint a commission to consider the purchase of the privately 
owned lines of the island. In the case of Newfoundland the rail- 
ways were owned by the government, but constructed and operated 
byacompany. After purchasing the lines from the colonial govern- 
ment, the company sought to make the purchase irrevocable by an 
advance cash payment of a million dollars, but there was such an 
outcry against such a perpetual alienation that public opinion 
forced the government to annul the contract and the million dollars 
was returned. The condition now is that at the end of fifty years 
the government of Newfoundland may resume possession of the 
railways. 

The second and still more impressive feature of the movement 
toward state ownership is that it has been brought about in coun- 
tries of the most diverse forms of government, varieties of race, 
and conditions of people. It has been adopted under the absolut- 
ism of Turkey, in Russia under the autocracy (now happily melted 
into the new Russian constitutional administration), and in coun- 
tries of the other extreme of popular government, such as the 
referendum-ruled country of Switzerland and the highly responsive 
democracies of Australia and New Zealand. It has succeeded as 
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well with the diversified races and peoples of India as with the 
highly trained peoples of Europe. Its adoption in various parts 
of the British Empire is a splendid testimony to the discernment 
and the saving sense of British administrators when given the 
opportunity to decide matters solely in the interests of the people, 
unfettered by precedent. There are seventeen crown colonies 
and protectorates in the British Empire, and of these no less than 
twelve operate their railways under direct government ownership. 
If the four German colonies now occupied by Great Britain are 
retained, they will make the total in this group sixteen. Of the 
self-governing British dominions, Australia, New Zealand, and South 
Africa all have adhered to the principle of government ownership, 
and to these we add the Indian Empire and Canada, for while the 
latter has the majority of mileage under private ownership, the 
principle of government ownership of the Intercolonial cannot be 
abandoned, for reasons which will appear. And lastly, Great 
Britain herself, the parent of private ownership, brought her rail- 
ways under state control, literally in a day, upon the outbreak of 
the war. Those who know the British people best know that this 
control will never be abandoned, and for one good reason, that 
the waste of time, labor, money, and material in the illusory “com- 
petition” of the private companies, which the state-ownership 
advocates have preached about so long, has been demonstrated 
beyond question in the marvelous achievements under the unified 
national control. 
UP*Tf there is any reason in the nature of things why the railways 
‘of the United States and Canada should continue under private 
ownership, how do we account for the steady march, without any 
retreat, of the rest of the world toward government ownership and 
control? And how do we account for the correlative fact that 
the postal service—which is of the same nature as that of the rail- 
ways in being the medium by which the people’s communications 
are carried on, and having a light-freight business in the parcel 
post—that was once in all European countries carried on by private 
companies, has in one country after another in the last two centuries 
been taken over by the state, until now no civilized nation in the 
world permits its post-office to be run by a private firm 4- 
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These and other questions may best be answered by defining a 
railway and stating some propositions as to its relations to the 
people and the state. 

A railway is the successor to the highway. The railway train 
differs from a wagon or automobile in running on metal tracks 
instead of a paved roadway, but it fulfils exactly the same function 
in modern life that the wagon and stagecoach did in former times, 
only improving on its work by carrying greater traffic and giving 
swifter communication. Many courts have so defined the rail- 
way, but if no court had ever so defined it, nothing could alter the 
fact that the railway is related to the life of the community in pre- 
cisely the same way as the old highway. But in all times and 
among all nations there has been an instinctive recognition of the 
public right to the highway. 

The true relation of the railway to the people or state may be 
set forth in the following propositions: 

First: The railways of a country are the main highways of a 
country. 

Second: There is no source of revenue for a railway other than 
the rates imposed upon the people for the carrying of their persons 
and their goods. 

Third: This revenue is raised, not from any hidden fountain 
of wealth within the railway itself, but from the earnings of the 
people, whose labor and money furnish the traffic. 

Fourth: By the division of labor in modern civilized life every- 
one who earns or spends money contributes directly or indirectly 
to the cost of transportation, and this cost enters into every article 
used by every citizen. 

Fifth: The maintenance of a nation’s means of communication 
is a function of sovereignty, and since all the people contribute to 
their cost, railway rates are a national tax; and in the more highly 
civilized countries they are the largest element of all forms of taxa- 
tion. 

From these premises conclusions are to be drawn of the highest 
importance to the economic life and to the government of a country. 
One is that all revenues raised from railways in excess of the cost 
of building, operating, and maintaining them are a supertax on the 
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people, whose earnings create the traffic. Another is that any 
diversion of these supertaxes from the public service to the use of 
private individuals is a violation of the principle of representative 
government, under which all taxes are subject to the control of, — 
and are to be used for, the people who pay them Another is that, 
the railways being the country’s main highways and their opera- 
tion a function of sovereign power, the people through their govern- 
ment should own and control them and should direct the national 
railway policy; the more so since all railway revenues, whether in 
excess of the cost of conducting them or not, are derived from the 
labors of the people applied to the natural resources of the country, 

One other deduction from these premises, as will appear from a 
study of the political history of Canada and the United States, is 
that of all the causes of corruption in the public affairs of these two 
countries the private ownership of the nation’s railways is chiefest 
and most dangerous. This corruption grows naturally out of the 
surrender into private hands of such an important function of 
government with enormous taxing powers but without direct 
accountability to the people who pay the taxes. 

The words “rates,” “tariffs,” and “tolls” all signify taxes in 
their ordinary meaning, and if the term “railway rates” could be 
twisted to bear a special meaning we should still be faced with the 
truth behind the term. That truth is that no one can purchase 
or use the simplest article without paying tribute to transportation. 
If we follow any article back to its beginning, we shall find that 
transportation, and not labor or materials, makes up the chief 
elements of the cost in most cases. It is near the truth to say that 
the cost of transportation is the cost of living. 

Take, for instance, a pair of boots. Before the era of railways 
the shoemaker of a village might be a barber and repair clothing 
and the whole village might be almost self-supporting and self- 
contained, but the railway has revolutionized the shoe industry. 
The making of a shoe begins, as of old, on the farm and with the grass 
in the field, but before the farmer is able to provide shelter for him- 
self and his animals he must have building materials and imple- 
ments, all of which have been carried on a railway, and some on 
railways, steamships, and wagon roads combined. When the cow 
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or calf has yielded up the hide with her life, the hide goes to the 
tannery, but the tanner himself must already have received by 
rail many items of chemicals and supplies before he can deliver the 
dressed hide to the manufacturer. The manufacturer in his turn 
must already have bought items of machinery and supplies from a 
hundred sources before he could produce the boots. What this 
stage of the process means may be understood when it is known 
that the United Shoe Machinery Company in the regular routine 
of its business makes over 83,000 different kinds of machine parts, 
varying from a machine base weighing over a ton to the most 
minute machine screw, in the production of its eighty special 
machines. But boots and shoes are not made from Canadian 
leather alone. The hide of the ox from the hills and plains of India, 
as well as from Mexico and Texas, comes into the sole leather; the 
cattle of South America, Asia, and Africa yield their pelts for differ- 
ent classes of soles and uppers; the sheep and goats of Arabia, 
Turkey, Siberia, China, or Tibet, or of South Africa and South 
America contribute to the finer footwear, while for other special 
classes of leathers the manufacturers draw material from the 
kangaroo of the Australasian islands on one side of the globe to 
the hair seal of the Canadian Arctics on the other. Then there is 
the long list of supplies, such as linen thread, cotton, alpaca, brass 
eyelets, nails, ink, and colors, etc., which must be furnished by trans- 
portation. It seems a modern marvel that six continents must 
unite their products in a factory in Montreal or Lynn before a full 
line of boots and shoes can be made. But the miracle could not be 
performed without the medium of the railway in alliance with the 
steamship. We need not trace the boots and shoes to the whole- 
saler, and their distribution over the country by rail to the retailers. 
When this same analysis is applied to all the thousand and one 
items of civilized life, it must be clear enough that no tax is so far- 
reaching aid inevitable as that imposed for the transportation of our 
persons and goods. Upon rich and poor, on every class and occupa- 
tion, its tribute is levied, and it is not possible to bury one’s self so 
far in the wilderness as to be beyond the demand of its assessments. 

Now if the propositions before set out are sound, it follows 
logically, not only that the ownership of railways is a sovereign 
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right, but that railway rates are not a commodity which a company 
may sell like merchandise, but are public taxes, and the taking of a 
private profit out of a national function is an alienation of the 
public resources and a violation of the principle of representative 
government. 

Why has every civilized country in the world taken its postal 
service out of the hands of private companies; and why has one 
nation after another done the same with regard to its railway 
service? It is simply the revindication of an elementary right of 
representative rule. That the people of Canada and the United 
States are at the tail of the procession is only a proof of the difficulty 
of driving private interests from the main-line trenches in the seats 
of legislation. The form of self-government was achieved long ago, 
but its essence is bought by long, hard struggles, in which victory 
is not yet won. 

The premises being admitted, it follows that the ownership of 
a country’s railways is not a proper subject for private profit. 
Confessedly a private profit and not the public service is the 
primary purpose of a privately owned railway. If it were not so, 
on what ground would a railway promoter appeal to investors to 
put their money into such an enterprise? Did ever a promoter 
invite people to invest in a railway for the sole purpose of giving 
the utmost service without regard to the prospects of an income ? 
It is this motive of profit which causes a privately owned railway 
company when projecting a new line to look, not where the general 
interest would show that communication is needed, but where 
traffic already exists in paying quantities. 

Coming now to the railway history of Canada, we find the truth 
of our premises exemplified. Just in proportion to the vastness 
of the money involved and the magnitude of the other interests 
affected has the power of the private railway corporations been 
used to thwart the will of the people and to control for their per- 
sonal gain the legislature and the laws therein made; hence of all 
springs of corruption of public life none are to be compared with 
those having their source in the private ownership of railways. 
They “overtop the skyish head of blue Olympus” and make the 
Ossa of all other sources of bribery like a wart. The difficulty in 
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telling it is to compress the ugly mass of evidence into a small com- 
pass, but one fact may indicate its extent. In the first volume of 
Gustavus Myers’ History of Canadian Wealth, which may be called 
a textbook of the sources of questionably gotten individual for- 
tunes, more than half the space—or, if the career of the Hudson 
Bay Company is included, more than two-thirds—is taken up with 
the exploitations of the public resources and the corruption of 
parliament by private railway promoters and _ railway-franchise 
operators, and yet all the later history remains to be dealt with 
in the second volume. It was so with the same author’s History 
of the Great American Fortunes and the History of the Supreme 
Court. In the former work 556 out of 852 pages are occupied with 
accounts of the frauds, thefts, briberies, and other public crimes 
of the lords of the American highways. The reader is referred to 
these works, not only because the evidence is based on public docu- 
ments and reports of investigating committees, but because the 
works do not purport to be a history of railway frauds but of the 
sources of all wrongfully obtained wealth. 

The very first railway of Upper Canada, the London & Gore, 
chartered in 1834, was organized by Allan MacNab (afterward 
knighted) and a group of other prominent provincial politicians, 
who used their positions in parliament to advance their private 
railway enterprise. For some time Sir Allan was chairman of the 
railway committee of the House and in that capacity was able to 
shape the laws in favor of the railway schemes in which he was 
heavily interested. The London & Gore line became the nucleus 
of the Great Western Railway. Sir Allan, who afterward became 
premier, was its president, and while chairman of the railway com- 
mittee he tried to get a vote of public money for his railway to 
the amount of £770,000 under the guise of a loan. He used his 
influence to induce the legislature to endow the Great Western with 
a monopoly in railways in that part of the province, and would have 
succeeded had not the Grand Trunk Railway risen to power with 
another set of politicians caballing in parliament against him. Sir 
John Rose, one of the Grand Trunk group, became minister of 
finance, and proved that the promoters of the Great Western had 
misappropriated $1,225,000 of the public funds to build a line in the 
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United States (the Detroit & Milwaukee) in violation of its charter, 
and that altogether four millions of its capital was thus illegally 
used. The Great Western contingent in parliament had organized 
the Commercial Bank for the more effective exploitation of its 
railway interests, and that these interests stood first and the pub- 
lic concerns second in the minds of the bank directors became clear 
when the large loans it had illegaiiy made outside the province 
were wiped out by the foreclosure of a mortgage on the Michigan 
line, causing the first banking disaster in Canada. The next great 
bank failure in the province, that of the Bank of Upper Canada, was 
due to the same cause—advances made to the Cobourg & Peterboro 
Railway and other railways contrary to law, but at the instance of 
members of parliament who were shareholders in the road. Al- 
though millions of public money had been granted to aid the Great 
Western, it was wretchedly built and its operation was notorious 
for accidents. The most memorable of the early railway accidents 
took place on this line at the Desjardins Canal near Hamilton, 
where a whole train plunged into the canal. One of the first of the 
sixty bodies recovered from this disaster was that of the contractor 
to whose scamp work the accident was due. 

So far from being an exception to the methods of promotion and 
quality of construction work, the record of this road was a type of 
railway building by private companies in the early days. 

The Great Western was afterward merged into the Grand Trunk, 
and what was the genesis of the Grand Trunk? In the Canadian 
railway act of 1850 it was contemplated that the Grand Trunk 
would be built as a public work. Why was it not so carried out ? 
Among the MacNab group who had used the legislature to further 
their railway schemes was Francis Hincks, a member of the railway 
committee and now inspector-general, or, as we should say, minister 
of finance, in the government of the provinces of Upper and Lower 
Canada, now united in one legislature. While the movement for 
uniting the four provinces by a railway was taking shape, Hincks 
went to England, ostensibly to forward this intercolonial plan, 
for which Joseph Howe, the great Nova Scotia statesman, had 
already by his eloquent plea secured the first definite promise of 
help from the imperial government. The Grand Trunk interests, 
now dominant in the legislature, had secured control of two local 
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lines, giving them a continuous road from Montreal to Toronto, 
and had laid plans for extending west to the Detroit River in case 
they could not secure control of the Great Western. Hincks was 
personally as well as politically interested in the Grand Trunk, and 
it may be said that the railway destiny of Canada was then in his 
hands. If the westward extension of the Grand Trunk had been 
made a part of the great federal scheme, a trunk line from the 
Atlantic to the upper provinces and eventually to the Pacific 
Coast under government ownership, the Canadian confederation 
might have been a fact and not an aspiration at this early period. 
Hincks used his influence to enable the Grand Trunk to extend as 
a private corporation, and because of the difficulty of raising large 
sums of money in those days his decision delayed indefinitely the 
Intercolonial scheme under government ownership. To what 
extent he was a voluntary agent in this or was used by others can 
never be known, and it is only fair to Sir Francis Hincks—who had 
good public work to his credit—to explain that the men composing 
the firm of Peto, Brassey, Betts & Jackson, with whom he got into 
touch, were the most influential in the railway-contracting field in 
Great Britain. More than one of the firm besides Mr. Brassey 
became a member of parliament, and they had strong influence 
with financial friends, both in and out of parliament, in connection 
with English railway enterprises, all of course under private con- 
trol. As will appear when we come_to the Intercolonial, all the 
influence of this firm was exerted to extend the power of private 
control in the railway system of Canada, and to thwart govern- 
ment ownership, which would lessen their chances of profit. 

It seems as if Hincks himself was conscious of his breach in the 
spirit of the railway relationship with the other provinces, because 
when he concluded his bargain with the British firm the financial 
plans were so drawn up that while the railway would seem to be a 
government work it would in reality be under private control. 
Four years afterward it was discovered that Hincks had made a 
deal with the financiers and contractors by which they gave him 
stock to the amount of £50,400 in the new company in which he 
was already interested as a promoter, and that before he left Eng- 
land these shares were converted into cash at par. Meantime it 
came out that he and several of his colleagues had taken advantage 
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of their official knowledge to get possession of lands which would 
become very valuable when the line should be located. Charges 
against Hincks were made in the House, and although the speaker 
of the House, Hon. John Ross, was himself president of the Grand 
Trunk, the public indignation was so great that the charges could 
not be ignored. Hincks, who was afterward knighted, was now 
premier, and considering that of the nine directors of the Grand 
Trunk which the government then had power to nominate, eight 
were known to be merely representatives of the contractors, it is 
not surprising that the parliamentary committee appointed to 
investigate failed to find evidences of corruption. As often happens 
to conspirators, the record furnished one of those undesigned “evi- 
dences’’ which the committee had failed to discover, for while the 
committee reported that the stock had been put to Hincks’ credit 
“without his knowledge,” Hincks himself had explained in another 
place that he had taken the stock “‘in trust for allotment to parties 
in Canada who might take an interest in the company.” If this 
was correct, then he was speculatively holding stock the value of 
which would depend on legislation in his own control as prime 
minister. 

The late Thomas C. Keefer, a president of the Canadian Society 
of Civil Engineers, and one of the most careful and truthful men 
in the profession, has left proofs that cannot be questioned as to 
the scandalous work that marked the construction of the Grand 
Trunk and its constituent lines from its very beginnings. Sums 
totaling £3,111,500 sterling were voted to this road out of the public 
funds to make good the failures and frauds. When one of these 
sums was being voted, the votes of two members were challenged 
because they were railway contractors and shareholders. The 
motion was voted down by a majority which comprised a number 
of cabinet ministers and members who were themselves share- 
holders in violation of parliamentary rules. 

In later years, when British Columbia joined the confederation 
on condition that the Dominion government should build a railway 
to the Pacific Coast, the project of Canada’s first transcontinental 
railway was given over into private hands in contravention of the 
spirit of the compact with British Columbia. The result was the 
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worst public scandal in the country’s history, bringing the downfall 
of a great administration and casting a deep shadow on the public 
record of one of our ablest statesmen. Of the latest transconti- 
nental railway, the Canadian Northern, it is sufficient to say that 
the parliamentary lobbying by which the public resources were 
jockeyed from the nation by the promoters of the road has not been 
surpassed in shamelessness in the railway annals of any country. 

Let us now consider the Intercolonial Railway. This, though 
the chief, is not the only railway of Canada under public ownership. 
There are two other publicly owned lines in Canada, each operated 
on different plans and forming a political experiment of great inter- 
est to the rest of the world. 

The first noteworthy feature of the Intercolonial Railway was 
that it was created for a public and national service and not to 
make money out of its operation. It was designed as a bond of 
political, social, and economic union for the British-American 
provinces as then existing and yet to be brought into being, and 
when the movement for the federal union was under discussion we 
find in the great confederation speeches scarcely a reference to the 
question of profit in the railway which was to be the medium of the 
union. We know that with statesmen whose purpose was great 
enough and whose vision was wide enough to found a new nation 
there would have been no Intercolonial and no Dominion of Canada 
as we know it today if the problem of confederation had been 
narrowed down to the probabilities of a profit in running the road. 

As soon as George Stephenson’s inventions assured the success 
of railways the idea of connecting the British-American provinces 
began to take shape. It was advocated in New Brunswick and 
Nova Scotia from 1827 onward, and it was not many years before 
the British government became interested, Henry Fairbairn having 
in the United Service Journal called attention to the value of such 
a railway for colonizing and commercial purposes and as a means of 
defense. The last-named aspect seemed more to move the imperial 
mind, for the preliminary surveys were made in districts far away 
from the United States border, and it was only because the ‘‘ Trent 
affair” threatened war at the very moment when a delegation of 
the colonial statesmen was in London seeking a subvention for the 
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railway that the imperial government was brought to the point of 
making a loan for the line. 

The man who in pre-confederation days had more personal 
influence than all others in creating the atmosphere of confederation 
and in urging the railway of which it was the instrument was Joseph 
Howe, the great Nova Scotia statesman and orator. He had a 
prophet’s prevision of the control which the railway was to have 
over the physical life of the whole people, and he saw more clearly 
than anyone its power in nation-building. In a speech in 1851 
he said: “‘I believe that many in this room will live to hear the 
whistle of the steam engine in the passes of the Rockies and to 
make the journey from Halifax to the Pacific in five or six days.”’ 
Although the world was still young in railway experience when his 
public life began, he saw from the first the true relation of the state 
to its railways. He was not awed into a slavish submission to 
a bad precedent; but as early as 1850 he foresaw what troubles 
would arise in Great Britain and the United States from private 
ownership. In a speech advocating the appropriation of £330,000 
of public money for a railway from Halifax to Windsor, Nova 
Scotia, he said: 


There are things that they [the government] should not control, but the 
great highways, the channels of communication, should claim special con- 
sideration, and when I am told that we should hand over for all time to come 
this great western railway to a private company, I have to such an assignment 
a serious objection. All our roads in Nova Scotia, made by the industry and 
resources of the people, are free to the people at this hour. The toll bar is 
almost unknown, and this railroad, which will be the Queen’s highway to the 
western countries in all time to come, should be the property of the province, 
and not of a private association. The roads, telegraphs, lighthouses, the 
standards of value, these are the topics with which a government is bound to 
deal. There was a time in the feudal ages when every baron administered 
law to his tenants and retainers according to his own will; but the progress 
of civilization swept this system away, because men found it to be inconsistent 
with liberty; and because they found that all those modes of dealing with 
that which belonged of right to the state led to tyranny. .... The govern- 
ment of Great Britain erred when it surrendered to private companies the 
control of the highroads of England. The little state of Belgium acted in 
a far wiser manner. In Belgium the railways, radiating from a common 
centre, reached every section of the country. They are all owned and have 
been constructed by the government. In my judgment, of all the nations 
of Europe not one has shown more wisdom in the construction of railways 
than this little state. .... There is greater unity of action, greater power 
for good, in a government than in a private company. 
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Howe had publicly urged the trunk railway to Canada and the 
West as early as 1835; under his influence the railways of Nova 
Scotia were constructed as public works and the private exploiter 
was kept at arm’s length; and in 1851 his single advocacy, in 
pamphlets and speeches in England, had almost persuaded the 
British government to go ahead at once. In fact Lord Grey, the 
secretary of state for the colonies, had given through Mr. Howe 
his informal promise of the £7,000,000 loan asked, but afterward 
withdrew on the ground that New Brunswick proposed to apply a 
part of its share of the loan to building a road to Maine, and a route 
by the St. John Valley, instead of on the original survey away from 
the boundary. It is true that the imperial government had insisted 
on its route, but since the difficulty with New Brunswick could 
have been arranged, we must look for some other explanation. 
That explanation is to be found in the action of Sir Francis Hincks. 
Whether the £50,400 taken by Hincks was obtained by his black- 
mailing of the contractors or their bribery of him, the fact was that 
the amounts paid by the contractors to Hincks and others were 
recovered many times over through the liberties they were allowed 
to take in the prices charged and the character of the work done. 
But these embezzlements and frauds were committed at the cost 
of the people for whose service the road was supposed to be created 
and then the people had to pay for the reconstruction. 

To many students of Canadian history it seems mysterious that 
Joseph Howe, after devoting his splendid gifts to the unification of 
the peoples of British America, and having so consistently advocated 
the Intercolonial to this end, should have become the strongest 
opponent of confederation and have roused an antagonism against 
it in his own province which lasted for more than a generation. 
In the light of these transactions it should no longer be a mystery, 
for Howe clearly foresaw the calamities that would overtake a 
country that surrendered the essentials of self-government into the 
control of men not of its own choosing. 

The English contractors had sent an agent to Canada and to 
New Brunswick as an “expert’’ to advocate the advantage of con- 
struction and ownership by a private company. He was instructed 
to show the New Brunswickers the importance of a connection with 
Maine and the other New England states, and in Toronto he was 
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to hold out to Upper Canadians the great commercial gains to 
come from a line to Detroit. Both these lines were to be built 
by private capitalists, and if they were built with English money 
their construction would mean the defeat of the people’s line, for 
the time at least. Without saying much on the question of whose 
money was to furnish the traffic after the private lines were built, 
he spoke of the vast resources of the contractors. In an open letter 
to this agent Howe wrote: 

Put all your friends together, unite their entire fortunes and resources, 
and as our neighbors quaintly say, they could not “begin” to buy the home- 
stead of New Brunswick. They could not purchase the property on a single 
river. Yet we are told that the people who own the whole cannot risk the 
construction of these railways which can easily be accomplished by those 
whose resources are insignificant in comparison. 

After stating other objections, he concluded: 


My last objection touches higher interests than pounds, shillings, and 
pence. Show me the state or province that ever willingly granted five millions 
of acres of its territory, with all its minerals and appurtenances, to a private 
association. Nova Scotia would not make such a grant if she never had a 
railroad. The man who proposed it would sit alone in our assembly. New 
Brunswick may be less particular, but such a grant once made to any asso- 
ciation, with all the patronage, expenditure, and revenues of her two great 
roads, and a power would be created in her midst which would very soon control 
both her government and her legislature. 


The terrible truth of the warning was to be revealed in after- 
years, and railway control of parliament was to reach that stage 
where the thing which Howe thought inconceivable—that the 
alienation of vast areas of the nation’s best land for the enrichment 
of private individuals through railway franchises would be taken as 
a matter of course—occurred. Indeed, the time was to come 
when the despoilers would even be held up-as the saviors of the 
national estate. 

The “Trent affair” brought strength to the movement for the 
Canadian union, and the Intercolonial Railway was seen to be a 
necessity to thisunion. The British North America act, the charter 
of the confederation, came into force in 1867, and section 145 of 
that act acknowledged it to be the duty of the government to build 
and maintain the railway. Moreover, the resolutions of the Nova 
Scotia and New Brunswick legislatures agreeing to the union made 
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the building of the railway a specific condition of that agreement, 
It was nowhere provided that if the road did not yield a dividend 
the union was to be abrogated. 

The various sections which had already been built as govern- 
ment works were taken over and continued as federal government 
works, under Sir Sandford Fleming, and the line was opened in 
1876. As railways went in that time, the line was not only sub- 
stantially built at a moderate cost, but the construction record of 
the sections already built by the provincial government, and the 
record of the Intercolonial system under Sir Sandford Fleming, 
stand out in conspicuous contrast with the history of the roads 
in the western provinces under private ownership. There was not 
a single scandal in the railway work of either provincial or Dominion 
government of the character that marked the régime of the private- 
charter monger and of the promoters who built roads for the avowed 
purpose of making a personal profit out of a national function. It 
is true that in later years frauds were perpetrated in government 
railway work, in which the criminals had the assistance of equally 
guilty members of parliament, but these frauds were sporadic and 
not general, and, measured with the frauds and public robberies 
by the private corporations, they were only the doings of a counter 
sneak thief compared to the operations of a bank robber or a train 
bandit. We will have to admit that the later frauds in the con- 
struction of the National Transcontinental line are truly of the 
train-bandit magnitude, but it must be borne in mind that this 
road, though built under government auspices, was an adjunct 
to the privately owned Grand Trunk, which controlled the Grand 
Trunk Pacific, and the Transcontinental was intended to be trans- 
ferred to that system. It was built in the last days of an admin- 
istration which had become corrupt, and by a parliament that had 
long been subservient to private railway interests, the main stream 
of the defilement of parliamentary life being due to these very 
influences. The National Transcontinental was a bastard off- 
spring of the illegitimate influence of private railway owners’ on 
parliament, for it was a scheme to preserve to the Grand Trunk 
the expected profits of the Grand Trunk Pacific in the fertile 
prairie regions while getting the government to pay the cost of 
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bridging the unsettled stretches of country between Manitoba 
and Eastern Canada. 

It was just analogous to the methods by which private railway 
interests have succeeded in using the Canadian government road 
to maintain their personal profits at the cost of the people of Canada. 
The situation is this: The Intercolonial, since the private railway 
influence began to govern parliament, has always been beheaded 
at a point short of that from which the great volume of traffic of 
the west could be secured. For years it ended at Riviere du Loup 
on the Lower St. Lawrence. Then it reached Quebec. Private 
interests held it there as long as possible while the private lines 
were monopolizing the traffic from the great immigration move- 
ment to Western Canada. It was only a legislative fluke, syn- 
chronizing with the impending collapse of two local lines in the 
central counties of Quebec, that enabled the Intercolonial at last, 
at the turn of the century, to reach Montreal, and there it has 
stuck, while the traffic of Ontario and the growing West has been 
controlled by the private railways on their own terms. When 
private railway interests sneer at the Intercolonial because it has 
not “paid,” they do not realize that they are proclaiming their own 
wrongdoing. Of Canada’s total population of 8,000,000 only 
one-eighth or less live in the maritime provinces, the whole popula- 
tion from the sea up to the city of Quebec being less than that of the 
single city of Philadelphia. The mileage of the Intercolonial is 
1,730 miles out of a total of 35,582 miles for the whole of Canada. 
The total source of local traffic is thus very small, and the people 
are of less than average wealth—though they have the greater 
asset of physical and intellectual vigor and of long life—and even 
this limited local traffic has to be shared with a private railway 
under unfair conditions. These facts must be taken in connection 
with a fact still more vital in railway revenues—that parliament 
permits the private railway to charge higher rates for the traffic 
it takes from a relatively larger population, with the added privilege 
of taking a share of United States traffic also at higher rates, which 
are denied to the Intercolonial. In many classes of goods the rates 
permitted to the private roads in the West are double those of the 
Intercolonial, although it has been proved that the cost of construc- 
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tion and of operation is less in the prairie regions than in the terri- 
tory of the Intercolonial. This one fact, with its own internal 
evidence of injustice to the people of Canada, disposes of a moun- 
tain of statistics designed to disparage the government road. 

It will surely be admitted that a man who pays the freight on 
a carload of goods from Halifax to Vancouver pays the share which 
yields the profit to the private road as well as the share carried by 
the government road without a profit. This shipper, who pays this 
unequal tribute to a railway for some private person’s gain, is 
every man in Canada. The people of the maritime provinces have 
heretofore succeeded in their protests against the raising of freight 
and passenger rates on their national railway, because to take a 
profit would be against the spirit of the federal compact; they have 
not been successful in getting the same benefits for the rest of the 
Dominion where the good old Roman system of farming out the 
taxes to publicans is still applied in the realm of transportation. 

In the recent article in this Journal on the “ Failure of Govern- 
ment Ownership in Canada,” Mr. S. O. Dunn aims to show that 
the service of the Intercolonial costs the people more in proportion 
than that of the Canadian Pacific, and this he does by taking into 
account the provincial taxes which the government railway does 
not pay, the operating deficits of the past, interest on the deficits, 
and other items to show the actual capital and its usurial value 
which the people of Canada have put into their own railway. This 
is quite right so long as we are allowed to take the same method of 
getting at the financial substructure of the private railway with 
which he makes the comparison. Let us then dig to the founda- 
tions of the capital which the private owners have put into that 
railway. In the first place, the Canadian Pacific company received 
from the government of Canada $25,000,000 in cash and the gift 
of 700 miles of completed road, with a large stretch of partly finished 
road built by the MacKenzie government at a cost of $30,818,000 
before government ownership was abandoned in the West. 
Further, the Company got between three and four millions more 
contributed toward the short line to the east, which had the effect 
of depreciating the revenue of the Intercolonial, the total cost of 
these lines handed over to the C.P.R. being officially reported 
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as $37,785,319. This refers to the original C.P.R., but as time 
went on the Canadian Pacific obtained possession of many local 
lines, some of them bought on the bargain counter in a condition 
of insolvency. Most of these lines had been aided, not only by 
cash subsidies, but by gifts and loans, some of which were never 
repaid. These amounts cannot be determined; but the cash 
bonuses given by the Dominion government to the constituent 
roads which now comprise the C.P.R. system make a total of 
$24,113,302, exclusive of the original $25,000,000; the cash subsi- 
dies given by the various provincial governments were $9,682,297 
and those given by the municipalities $4,025,538, making a total 
of $37,821,137 in bonuses in cash, not counting the miscellaneous 
loans of $4,229,574, some of which were never repaid. Apart from 
this grand total of $104,836,030 stand the huge values in the land 
given, not only by the Dominion, but by the provincial govern- 
ments and municipalities in rights of way and free sites. The first 
gift of land by the Dominion government to the Canadian Pacific 
Was 25,000,000 acres of the best land in the West, some of which 
became town-sites and city property of a value that cannot be 
calculated. The company’s report shows that it sold last year 
390,715 acres for $6,126,108, and while the original value of the land 
was a dollar or two per acre, several thousand acres of it sold last 
year at over $50 per acre. The company still has 7,870.056 acres of 
agricultural, mineral, and timber lands classed as “inactive assets” 
and conservatively valued by themselves at over $127,000,000. 

A word by way of parenthesis on the Dominion Express Com- 
pany. This company is owned by the Canadian Pacific. Its 
original cost was $5,800, and an investigation by the late Judge 
Mabee showed that it had been able to pay in to the C.P.R. out of 
its operations no less than $13,409,240 at a period when only 
$24,500 in cash had been put into the express company itself, 
though it was captalized at $2,000,000. It now owns real estate 
and equipment worth $1,000,000 and it has paid $3,500,000 
in dividends. When the express company’s profits become too 
noticeably inflated, an appearance of moderation can be given by 
the simple device of increasing the charges made by the railway 
company for the carriage of express goods. So by charging its 
child the insignificant sum of $3,234,715 for ‘express privileges,”’ 
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the C.P.R. brings the Dominion Express Company out with a net 
loss of $158,606 in 1915, in spite of the fact that the express receipts 
were $6,220,542. And all this on a capital on which $24,500 was 
paid in cash. It will be seen from these facts that the assets of 
this express company were built up by capitalizing a privilege. 
This in effect is a license to levy taxes at rates of their own planning 
and limited only by the competition of the post-office in that class 
of matter for which the rate was one cent per two ounces. This 
rate works out in practice at ten to twenty times the cost of like 
service in portions of the United States and in European countries 
where such goods are carried by parcel post. 

If the Intercolonial exercised such a taxing franchise and if it 
covered the territory of the Canadian Pacific—not to mention the 
Grand Trunk and the Canadian Northern, both of which own 
express companies—on the same terms as the C.P.R. itself pays 
over the I.C.R., the surplus of the government road last year 
would have been over $3,000,000 from this source alone. The 
revenues of express companies, as in the case of the railways, are 
derived solely from the rates paid by the people. Is the circum- 
stance that this form of taxation is not imposed upon the people 
through the Intercolonial a proof of the “‘failure of government 
ownership in Canada,” or is it proof of the success of private 
ownership in controlling legislation for private profit ? 

Since the Canadian Pacific Railway was first organized it has 
made nine increases in its capital, and in each of these transactions 
certain shareholders increased the value of their shares without 
putting in fresh money. Wring out the water and the “unearned 
increment” from those stocks, and weigh out the public funds and 
land values, and leave the company with only the actual cash 
put up by its promoters and shareholders, and where would be the 
brave showing it now makes in comparison with the government 
railway ? The road would be bankrupt thrice, and after the third 
receivership there would be no hope of a dividend, for all the money 
put in from private sources would not construct and maintain 
one-tenth of the present mileage. 

Through the revenues they supply to the privately owned rail- 
ways the Canadian people now pay an annual interest bill of 
$50,000,000, of which nine-tenths go to foreign shareholders; and 
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of the total assets on which this capitalization is based, taking all 
the railways into account, nineteen-twentieths are furnished out 
of the public resources of Canada in the various forms mentioned. 
Hence the parliament of Canada permits a number of individuals 
to own privately the railway capital, nearly all of which is founded 
on the credit and public resources of the people of Canada. Having 
permitted these gentlemen to capitalize these public resources in 
their own name, the Canadian parliament permits them to impose 
transportation taxes at far higher rates than are permitted to the 
people’s own railway, and moreover permits them to use the govern- 
ment railway for the imposition of express rates, which are high 
beyond comparison with the parcel post of any civilized country. 
Surely this is not the “failure of government ownership in Canada” 
but the failure of self-government in Canada. It is clear, therefore, 
that the service of the Canadian Pacific, as of the other private 
roads, costs the public much more in proportion than the Inter- 
colonial, since the people furnish the revenues that yield the divi- 
dends on shares whose value was built upon the public resources. 

Since the foregoing paragraphs were written I have been able 
to verify the statements here made by some data furnished by 
Mr. J. L. Payne, comptroller of statistics of the Department of 
Railways, at Ottawa. Mr. Payne avoids discussion of the principle 
of government ownership, but maintains that ‘the Intercolonial 
is a first-class line in every respect, is economically conducted, and 
if it enjoyed the passenger and freight rates of the Canadian Pacific 
would show even better operating results than does that exemplary 
railway.” He then proceeds to give proof. Taking 1913 as the 
best year the C.P.R. has had, and as being a clear year before the 
war, Mr. Payne says: 

According to sworn returns made to the Minister of Railways for the year 
1913, the Canadian Pacific earned from the carrying of passengers $34,995,156 
on a per passenger mile rate of 1.983 cents. The Intercolonial from the same 
source received $3,438,447 on a rate of 1.617 cents. The Canadian Pacific 
rate was 22.6 per cent higher than the Intercolonial rate, and the Intercolonial 
rate was 18.5 per cent lower than the Canadian Pacific rate. It therefore 
follows that if an exchange of rates had taken place the Intercolonia! would 
have earned $777,089 more and the Canadian Pacific $6,474,104 less. From 


freight the Canadian Pacific had earnings amounting to $88,101,523 and the 
Intercolonial $8,028,760. The former averaged a rate of 0.784 cent per ton 
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per mile and the latter 0.570 cent. If rates had been traded it is incon- 
testibly true that the Canadian Pacific would have earned $24,051,716 less, 
while the Intercolonial would have earned $3,010,784 more. The significance 
of the foregoing figures will be seen when they are applied to the year’s opera- 
tions. The Intercolonial, instead of balancing income and outgo, would have 
had a surplus of $3,787,873; the Canadian Pacific, in place of net earnings 
amounting to $43,049,764, would have a credit balance of only $12,523,944. 
The Canadian Pacific, on a cost of $475,370,064, would have earned precisely 
2.6 per cent, while the Intercolonial, on a cost of $97,127,091, would have 
earned within a shade of 4 per cent. Viewed in still another light, the net 
earnings of the Intercolonial would have been equal to $2,540 per mile, while 
the Canadian Pacific would have had but $969 per mile. The Canadian 
Pacific net would have been barely sufficient to meet fixed charges, and a 
dividend on stocks would have been impossible. In fact, if the Canadian 
Pacific had been tied down to Intercolonial passenger and freight rates in 
1881 it would inevitably have been in the hands of a receiver many years ago. 

The private railways of Canada, like those of all other countries, 
act strictly in their own interests with a view to profits, but this 
is a sectional interest and is often contrary to the general interest. 
On the outbreak of the European war a sharp contraction of busi- 
ness took place in Canada, and Mr. Dunn proves how “much more 
energetically the management of a private railway can act in such 
an emergency”’ than a state railway by showing that the Inter- 
colonial on suffering a loss of 12 per cent of its traffic reduced its 
operating expenses only 11 per cent, while the Canadian Pacific 
when its earnings dropped 20 per cent on its eastern lines cut its 
operating expenses down 25.7 per cent. What did this mean to 
the general public? It meant that the sudden and wholesale dis- 
charge of railway employees by the private companies aggravated 
a situation only too grievous already, and we now know that had 
it not been for the providential calamity of the war, bringing a 
heavy demand for munitions and supplies, Canada would have 
been plunged into a panic equal to that caused by the reckless 
operations of private railway builders of former days. But what 
followed? While the distress and industrial disturbance was most 
ominous in the cities, the greatest harvest ever gathered in Canada 
was ripening in the prairie provinces, and the private railway com- 
panies which had acted so “freely and energetically” in the whole- 
sale discharge of employees from the lines and in the carshops 
found themseives confessedly helpless in coping with the traffic 
situation and especially in moving the crop of 1915. As a fact, 
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quantities of the 1915 wheat still remain in some districts for want 
of rolling stock and train staffs to move it. Mr. Dunn could not 
have cited a simpler proof of the constitutional inability of a private 
railway company to take a national view of a railway problem. 
How much better in the long run would it have been for these rail- 
ways to have kept the men employed on part time on car and loco- 
motive building and reconstruction, thus alleviating the common 
distress and being ready to handle the traffic when trade revived, 
as the Intercolonial railway actually did with happy results, for its 
surplus for the past year is $2,000,000, 

There was a time when railway managers argued that railway 
rates were a commodity which a company sold as a merchant might 
sell his goods, and the argument held till the various states began 
to take their toll out of this commodity by levying imposts upon 
the railways. Then there was a bitter outcry against the state 
taxes on the railways, and the companies warned the state govern- 
ments that the railway rates would have to be raised to cover these 
taxes. In reality the states were taxing themselves, as the railway 
companies contended; for under either private or government 
ownership all railway revenues are equally derived from the people 
who pay the cost of transportation, to which every soul contributes. 
Was there ever then a more self-stultifying method of raising 
revenue? How can a state withdraw from a railway, and call it a 
people’s revenue, that which the same people have already put into 
it as transportation rates? And whatever is imposed as state 
taxes must be added to the cost of conducting the railway and must 
be balanced by increased rates if the same dividends are to be 
maintained. Most of the state legislatures imposed the taxes on 
railways in retaliation for the exactions and unjust discriminations 
of the private companies. And the effect of this has been like the 
revenge of Samson. In bringing down the pillars of the grand 
stand upon the Philistines they have wrought a full measure of 
injury upon themselves. These taxes have grown in the United 
States from a few hundred thousand dollars per year to $136,000,000 
in 1914, all of which must have been provided by the people from 
whom the railways got their revenues. _ 

If this state taxation of railways were only a fallacy with no 
worse results than a confusion in accounting, it might pass as one 
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of the humors of legislation, but it is bound to become a serious 
difficulty in interstate relations. The problem can be illustrated 
by the present situation in Canada. We have adopted the vicious 
policy of the American states in imposing provincial taxation on 
railways, and while we have not drifted so far into the maelstrom 
that we cannot pull out, we have laid the foundation for future 
revenue troubles. All the provinces except Prince Edward Island 
tax the Canadian railway companies. The total tax in 1915 
amounted to $3,049,727 and is increasing every year. Now 
suppose that only one province, say Ontario, levied the whole of 
this three millions. Would it not be plain that as each citizen 
individually pays his share of the cost of transportation in Canada 
in accordance with the amount of his purchase of rail-transported 
goods, and that, as each province shares in the whole charge, 
Ontario is taxing all the other provinces by the amount it levies 
on the railways? It makes no difference to the railways how the 
tax is raised, but it does made a difference to the people where it 
falls. If Ontario alone collects the tax, and the people of the whole 
Dominion pay for it in increased cost of transportation, as they must, 
then without doubt Ontario is bleeding all the other provinces with 
the leech of its railway tax. In other words, Ontario is erecting a 
railway tollgate by which it takes toll on all the traffic that passes 
through its borders, east or west. And this is the actual result to 
the extent that, of the total tax, Ontario’s share, which is $1,404,933, 
exceeds that of all other provinces in proportion to the population. 
Even if every province levied the tax in the correct proportion, the 
whole people of Canada would not be benefited to the extent of a 
cent, since they only withdraw from the railway a surplus which 
they themselves have put into it. Indeed, the people are worse 
off, because the cost of the legislation and the clerical machinery 
needed to enforce the act has to be paid for. 

This is another of the unwelcome offspring left on the national 
doorstep by the private control of a country’s transportation. And 
still another is the system of state railway commissions, often 
running counter to, and confusing, the work of the Interstate Com- 
merce Commission. Various authorities estimate the cost of these 
commissions in the United States at $200,000,000 to $300,000,000 
a year. This heavy cost with the lamentable waste of labor and 
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talent involved would never have developed but for private rail- 
ways, whose past outlawry forced the states to establish the com- 
missions. If the federal government had controlled the railways 
from the beginning there would have been no call for state railway 
commissions. How is it that we have no state postal or customs 
or excise commissions? Because of the simple fact of federal 
government control. If the Canadian or United States post-offices 
were now managed by private postal companies, as once they were 
all over Europe, or if the customs duties were farmed out to private 
individuals, as they were in the good old Roman days, the United 
States would undoubtedly have needed an interstate postal serv- 
ice commission and forty-eight postal regulation commissions, for 
we should have found that one postal company had got control 
of the Pennsylvania coal fields and was forbidding the mails to a 
rival postal company in Montana whose patrons wanted cheaper 
coal; and that an Illinois postal commission was called into being 
because another company was carrying newspapers from New York 
to Joliet at lower rates than those at which its own state company 
was taking Chicago papers to the same city. 

Out of the fallacy of state taxation of railways has developed the 
curious result that for many years the people of Canada have been 
paying taxes to the various border states to make up the deficits 
of the Grand Trunk on its United States lines, caused in part by 
the abnormal assessments made upon that road, notably in the state 
of Michigan. The Grand Trunk Railway paid last year on its 
various American lines taxes to the amount of $909,149, or $188,076 
more than was imposed on all its large mileage in Canada. 

It is only a logical consequence that these and many other evils 
which might be characterized have flown out of the private owner- 
ship of railways. It is because of the enormous material interests 
involved, giving opportunities to the evil-disposed and tempta- 
tion to the weak in political life, and because a function which 
affects every soul in the commonwealth and therefore belongs by 
its nature to the nation is exercised by a few individuals for their 
personal profit. The state ownership of railways may not imme- 
diately realize the ideals of popular government; but it will at 
least fulfil one idea long fought for, and that is that the people who 
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pay the taxes shall control the proceeds of those taxes. The his- 
tory of the administration of the customs, the post-office, and other 
departments of public service is a chronicle of improving efficiency, 
and if in the first years of the coming era of the state control of 
railways in Canada and the United States the septic poison of 
irresponsible private ownership is not entirely eliminated from the 
public organism, the fact of the lingering virus will not be a reason 
why we should abandon efforts for good government, but rather 
the strongest reason why we should improve our methods and con- 
trolling machinery and purify the whole civil service. 

The influence brought to bear upon the municipalities by the 
railways for private profit was yet more degrading to the public 
life of Canada; for where the railway promoter could not succeed 
by bribery or a plausible appeal to the spirit of progress he gained 
his end only too often by threats and blackmail—a method he dare 
not openly use to a parliament. A city or town would be plainly 
told that if it did not give a bonus the new road would leave it off 
the map. Everywhere the impression was left that the benefits 
of a railway would be local and that only those municipalities that 
gave the bonus would get the blessing. Thus the clever railway 
lawyers and paid advocates would go up and down the country 
soliciting bonuses for railways over whose rates and policy the 
municipalities never did, and never could, exercise the slightest 
control. Indeed, the effect of building a new line, as we know by 
many experiences in America, was sometimes to cripple local indus- 
tries and bring decay in addition to municipal debt. Typical cases 
of this class were those of Port Hope and Cobourg. These two 
towns on the north shore of Lake Ontario had each a population of 
about 7,000 and carried on a large lake traffic as well as a lumber 
trade with the inland districts. The railway boomster appeared, 
with the result that Port Hope borrowed $680,000 and Cobourg 
$500,000 and handed these sums over to the Grand Trunk. When 
the railway got under way the lumber trade and much of the local 
traffic was carried past these towns, and the shipping trade was 
taken away by the railway, leaving the population of both towns 
less by several hundreds each at the census of 1891 than they had 
been before the bonus was given thirty years before. In all these 
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weary years of struggle under such burdens the Grand Trunk has 
never given the people of Port Hope or Cobourg the slightest con- 
sideration in low rates in recognition of the borrowed money so 
confidently placed in the company’s hands. The proceeds of these 
bonuses have, of course, gone into the general expenses of the com- 
pany and have been necessarily distributed all the way from Port- 
land, Maine, to Chicago, some of them going to pay the princely 
salaries at headquarters in London. 

Under the fallacies propagated at that period the municipalities 
in what was then known as northern Ontario yielded their necks 
to the yoke of heavy bonuses to the Hamilton & North Western 
Railway to get what they felt to be needed competition, but before 
the road was in actual operation the line had been absorbed by the 
Northern Railway and melted into the Grand Trunk. 

To make the municipal gold bricks more tempting the railway 
interests secured the passage of an act creating a municipal loan 
fund on which municipalities might draw for needed public works. 
Once the fund was created, there was nothing easier for these rail- 
way touters to show than that of all public works the first need was 
a railway at their doors; and the councilors were persuaded that 
in borrowing money at 6 per cent, with 2 per cent added for a sink- 
ing fund, they would get a return of 10 or 12 per cent from the rail- 
way, and thus they would make a profit out cf the loan besides 
reaping the vast prosperity due to the railway. Under such illusions 
the city, town, and county councils of Upper and Lower Canada 
were talked into taking from this fund in the decade of 1857-61 a 
total of $6,520,340 for railway purposes alone, and at the end of 
that period arrears of interest were $2,700,000. Then $3,000,000 
more were raised by municipalities which did not draw from the 
fund. Their defaults in interest were due at that time less to inabil- 
ity to pay than to the connivance of government. As Thomas C. 
Keefer, president of the Canadian Society of Civil Engineers, 
before quoted, said: “‘To press a municipality to pay was to drive 
it into opposition; and railway corruption had so thoroughly 
emasculated the leaders of the people that they had not virtue 
enough left to do their duty.” 

In the official Railway Statistics of Canada for 1915 it is shown 
that the municipalities of the various provinces have given cash 
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bonuses of nearly $18,000,000 to the railway companies, the provin- 
cial governments over $37,000,000, and the Dominion government 
over $183,000,000. If we count in the loans of former days which 
were written off as bad debts or converted into gifts, and if we add 
the cash aid to the amount of $23,000,000 granted at the last session 
of the Dominion parliament to save the Canadian Northern from 
bankruptcy and the Transcontinental from collapse, we have a 
total of $300,000,000 given by the Canadian people into the hands 
of private corporations, a large proportion of which in the past 
has not gone toward reduction in the cost of the people’s trans- 
portation, but to swell the fortunes of a few private individuals. 
These grants, enormous as they are for a country like Canada, 
do not comprise any of the guaranties given by the Dominion and 
provincial governments on the bonds of the private companies, 
the guaranty so far authorized amounting to $409,869,165. These 
guaranties have a softer sound on the public ear than hard cash, 
but they yield the same reality of indorsement on the national 
credit to perpetuate private profits. The preposterous feature of 
these provincial guaranties and municipal loans—which must be 
amusing to the railway lawyers and financiers who secure them— 
is that they are given in respect to railways which have all become 
integral sections of interprovincial and transcontinental systems; 
hence these provinces and municipalities have given indorsements 
on properties over which they can neither exercise any individual 
control nor obtain any effective security in case of default. The 
function of railway transportation in British Columbia is linked 
with the same function in Prince Edward Island by links of a kind 
which cannot be broken by either province, except to its own 
damage. Even if such a self-wounding policy were attempted, the 
intervening provinces could not permit it. But note the contrast 
in the situation of the two provinces named. Prince Edward 
Island, having a government-owned system and no private lines, 
has escaped the flattering attentions of the bonus and guaranty 
hunters, stands free of such uncontrollable indorsements and the 
burden of interest on them, and has none of that kind of “com- 
petition” whose only effect would be to increase the rate of taxa- 
tion of the province which had a second and third set of roads to 
maintain. Finally, the railway rates in Prince Edward Island are 
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about one-third of those of the western provinces; and, incidentally 
it may be added, there is no province of Canada where the average 
span of human life is so long, where there is so little poverty, and 
such even distribution of the comforts of life. Look at British 
Columbia at the other end of the scale. This province has pledged 
her resources to the owners of the private railways to the extent 
of $80,932,000, these guaranties amounting in some cases to $42,000 
per mile, or a liability of $180 for every man, woman, and child in 
the province. The annual interest bill is now $3,600,000, which the 
province has to pay to two companies in whose management she 
can have no voice and over whose rates she can have no control, 
since these companies, under the Canadian constitution, are 
declared to be “for the general advantage of Canada,” and are 
thereby brought under federal jurisdiction. And all the while 
British Columbia and the prairie provinces are enjoying the “ bene- 
fits of competition’ by paying railway rates from twice to three 
times as high as those of the maritime provinces, and are paying 
taxes to the eastern provinces to the extent that the rates imposed 
on them exceed the general average rates. 

The transportation problem of Canada differs from that of the 
United States in that Canada has within her own borders an almost 
complete trunk-line waterway in her lakes and large rivers. A 
glance at the map will show the wonderful possibilities of these 
waterways. Educated as this generation has been under the con- 
ception that the only defense against the exaction of a railway 
company is the rivalry of some other company, we have looked 
upon water transportation as a special check, by competition, upon 
the extortions of the railways. Years ago this competition was 
effective, and summer passenger and freight rates went down on 
the railways when navigation opened up on the lakes and canals. 
That was at a time when many of the railway managers really 
believed in the effectiveness of competition, especially when they 
could inflict a direct loss upon a rival and gain a little popularity 
for themselves. It was such an idea that led the West Shore Com- 
pany to carry immigrant passengers from New York to Chicago 
for ten cents, as they did in 1883, the people of Canada paying for 
this experiment by the loss involved in the Grand Trunk portion 
of the route from Buffalo to Chicago. But when the companies 
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had time and experience enough to reflect that “in the long run 
the people pay the rate,”’ they saw that it was more profitable to 
co-operate in keeping up rates, for that would maintain profits 
to all the companies. The next step was to apply to the traffic 
on the lakes and canals the same policy as on land. This was 
accomplished by the gathering of the various lake units of Canadian 
steamships into one control, which could the more easily be done 
by the larger companies, which, taken together, had practically a 
monopoly of the docking and warehousing accommodations in the 
canal, lake, and river ports. This control of terminals and this 
merging of steamship lines have been silently effected during the 
last three or four years, and now we have in Canada the “greatest 
system of inland waterways in the world,” controlled by a syndicate 
working in such harmony with the railway corporations that one 
can only compare it to the happy rhythm of the movement of the 
heavenly bodies which, in the poetic idea of the ancients, produced 
the music of the spheres. 

In former years the railway rates in summer fell to the water 
level, but now water not only finds its own level, but rises to that of 
the rails, with this financial result, that the Canada Steamship 
Lines Ltd., at its last annual meeting (March, 1916), made a net 
profit of $662,151, after allowing for interest charges, depreciation, 
etc. Without suggesting that there was anything more criminal 
in the affairs of this company than in any other corporation simi- 
larly endowed, the natural question is, How is this company able 
to navigate its boats from tide water in the St. Lawrence to the 
upper lakes with the historic rapids and Falls of the St. Lawrence, 
Niagara, and the Sault blocking the channels? Only because 
there is a great system of canals to overcome these obstacles. Who 
gave steamship owners this advantage? The people of Canada, 
at a total cost for the original canals and their subsequent enlarge- 
ments of $113,971,000. On the basis of the returns of 1915 it costs 
the people of Canada $1,644,000 to maintain this right of way for 
steamship owners. No tolls have been charged to vessel owners 
since 1903, and the total canal revenues amount to less than 
$500,000 a year, of which about two-thirds come, not from traffic, 
but from the lease of water-powers. No account is here taken of 
the lighthouse and life-saving services and the maintenance of the 
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St. Lawrence ship channel, costing a total of over five millions a 
year, of which the lake-vessel owners get the benefit, and without 
which they could not carry on their trade; nor have we considered 
the new Welland ship canal, on which the expenditure so far has 
been over $5,000,000. 

So the Canadian people, at this huge outlay, provide navigation 
facilities, and then permit private steamship companies the free 
use of these costly channels, with the privilege of charging the 
public what freight and passenger rates they list, for the Canadian 
Board of Railway Commissioners has no jurisdiction over the canal 
or lake traffic. It is precisely as if the government had built the 
Grand Trunk, the Canadian Pacific, and the Canadian Northern 
systems, equipped the stations, and then given the private com- 
panies the right to operate trains over the roads, the companies 
charging what rates they chose to levy, while the government 
maintained the road free of charge. 

Contrast this with the policy of Belgium, Holland, Germany, 
and other countries, where canal navigation is carried on, not to 
provide profitable franchises to private persons at the public 
expense, but to co-ordinate water transportation with rail trans- 
portation, so that each shall supplement the other to the end of 
giving the amplest service at the cheapest rate, and without any 
regard to whether that service gave a profit in itself. 

The history of transportation in Canada illustrates the great 
gulf that exists between a railway created to serve the people and 
one in which the interests oi the people are subservient to the 
purposes of the persons owning the railway. The private owner 
is not interested in a railway enterprise out of which he cannot 
expect a profit, whereas the enlightened state looks first to the pub- 
lic benefit, often disregarding entirely the question of direct profit 
in operation, as was the case with the Intercolonial. Hence we 
find that it is the deliberate policy of many governments to do 
away with surpluses by reducing rates so as to give the cheapest 
transportation consistent with covering the cost of running the 
roads. This was the policy of Belgium from the first, and the rail- 
way act of that country expressly forbade the accumulation of 
railway surpluses, but devoted them to new extensions and reduc- 
tion of rates, and at the outbreak of war no country in the world 
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could compare with Belgium for cheapness of rates and equitable 
distribution of railway and canal facilities. Nevertheless there are 
numbers of countries owning their railways which do derive a 
profit while giving moderate rates and efficient service. India, 
Japan, South Africa, Australia, New Zealand, Germany, and other 
countries may be cited. On the Pekin-Mukden Railway, which is 
now a state-owned railway of China, the receipts in 1912 were 
£13,183,000 and the expenses £3,820,000, which surpasses the 
world’s record for profits, whether for private or state-owned roads. 

But we need not go outside of Canada to give an example of the 
significant contrast in the conception of the state and the private 
owner in regard to the true purpose of a railway. About twenty 
years ago the Ontario government began a systematic survey of the 
wilderness of northern Ontario. The survey parties reported the 
existence of a wide tract of land of high fertility, with a climate as 
moderate as that of the region around Lake Ontario. Today that 
area, which had been almost forgotten since the explorer Champlain 
touched its southern borders just three centuries ago, is famous 
as a farming country, no less than for its cobalt-silver mines, its 
gold mines, and its pulp, paper, and lumbering industries. Any 
one of these developments would have attracted the attention of 
the world, but they were all due to a government-owned railway. 
The “great clay belt” of northern Ontario, an immense plateau of 
20,000,000 acres, into which Vermont, New Hampshire, Massa- 
chusetts, and Rhode Island might be placed and still leave three 
thousand square miles uncovered, is now the home of thousands of 
settlers and many local industries whose migration there is only 
regarded as the advance guard of a vaster colonization movement 
into this northern empire. 

When the natural resources of the great clay belt began to be 
talked about, the private railway companies had every opportunity 
of doing a public service by opening up the territory. The southern 
boundaries of this northland were already touched at North Bay 
by both the Grand Trunk and the Canadian Pacific, and there was, 
moreover, a liberal bonus, from both the Dominion and the provin- 
cial governments, awaiting such an enterprise in this region. But 
the railway companies were not interested in this opportunity of 
public service, because there were no prospects of dividends till the 
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land could be colonized and industries created. At this period they 
were too busy in beguiling the provincial and Dominion parliaments 
into voting public money and credit for lines in districts where they 
might impose taxation on communities already established, with 
traffic ready to hand, duplicating and triplicating lines at a cost 
which the whole country must ultimately pay, and all in the name 
of a “competition” which has brought not a cent of reduction in 
rates. But this was not the conception of the Ontario government, 
as trustees for the people. The administration of that day had 
the courage to break through the tradition that a people’s govern- 
ment should not trust the people with the exercise of their own 
rights. It started to build a railway to the clay belt as a govern- 
ment work. Thus began the Temiscaming & Northern Ontario 
Railway in 1898, the undertaking being commenced as a branch of 
the Department of Public Works. Afterward, to free it from the 
suspicion of being managed for political party purposes, it was 
placed in the hands of a commission, composed of a competent 
railway engineer and three business men, and the results attained 
are such as to challenge the attention of students of public affairs 
in other countries, especially those of the United States. Starting 
from North Bay, 227 miles from Toronto, the line has been extended 
253 miles almost straight north, till it joins the new Transconti- 
nental Railway at Cochrane, and it has now five branches or spurs, 
making a total of about 330 miles, these east and west branches 
being the commencement of a system which will soon cover the 
whole of the fertile belt. 

The history of the Intercolonial was here repeated, in so far as 
this road was projected for a state purpose—the colonization of a 
new land; and this purpose was not determined by the question 
which would have been uppermost in the minds of private pro- 
moters—that of direct profit in operating. But before the road 
had reached the shores of Lake Temiscaming the construction 
gangs cut into a mineralized rock which disclosed the peculiar 
bloom of cobalt and gave the town of Cobalt its name. The 
cobalt-silver mines opened upon this discovery have already pro- 
duced silver to the value of over $130,000,000 and the annual 
output of these mines is now one-eighth of the world’s supply of 
silver. These silver areas, with their by-products of cobalt and 
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nickel, have paid the cost of the whole system seven times over. 
Then followed the gold discoveries of the district, which have placed 
Ontario in the lead of all the Canadian provinces in gold production. 
Afterward the great pulp and paper mills, one of them among the 
largest on the continent, were established near the lines in locations 
where large water-powers and forests of pulpwood tempted the 
enterprise of manufacturers. Cochrane, the northernmost limit 
of the line, is only at the waist, so to speak, of the twenty-million- 
acre plateau, and 125 miles more of main line will bring the govern, 
ment’s railway to the shores of James Bay, that coast which will 
some day enable the inhabitant of Ontario to smell the sea breeze 
in the heart of his own continent more than a thousand miles from 
either of the great oceans. What resources may here be drawn upon 
for the benefit of the whole of America we cannot estimate, but what- 
ever they may prove to be, we may be sure that their transporta- 
tion will not be subjected to the surtax involved in private profit. 

The rates on this government road are somewhat lower, on 
the average, than those of the privately owned lines in the same 
province, for both passengers and freight, and they are decidedly 
below the rates ruling on the private lines in the western Canadian 
prairies, where the costs of construction and operation are lower 
than in Ontario. It is efficiently managed, and the record of its 
construction has been absolutely free from those scandals, frauds, 
and political intrigues that have marked the records of private 
railways of Canada and have left the slime of corruption on the 
parliamentary life of Canada as upon the United States. Finally, 
the Ontario government railway has opened up for settlement a 
vast region which will be the home of millions, but which would 
have been a wilderness today if it had been left to the profiteering 
policy of private exploitation. 

Besides the two government roads mentioned, there is a third 
experiment in public ownership of great interest to students of 
political economy, of which a fuller account may perhaps be given 
to readers of this Journal at another time. This new adventure in 
economic legislation is in the field of municipal ownership and is 
known as the Hydro Electric Commission of Ontario. It involves 
the control of electric power in the interests of Ontario munici- 
palities as its primary object, but is now also developing a federalized 
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system of electric railways under a combination of municipal and 
provincial control. Its first essay in railway ownership has been 
the acquisition from the Pere Marquette Company of a short but 
unprofitable line running from London to Port Stanley, on Lake 
Erie, a distance of 23 miles. In the first year’s operation (1915-16) 
the Hydro Electric Commission has renewed the rolling stock, 
doubled the number of trips per day, reduced the running time of 
all the trains, and comes out at the end of the year with a surplus 
of $15,000. 

Of the three different types of publicly owned railways in 
Canada—federal, provincial, and municipal—it can be confidently 
said that all have been successful from at least three different stand- 
points; that is, honesty of administration, lower rates to the people 
than are given by private companies, and freedom from the legis- 
lative corruption that has followed the surrender to private persons 
of a national prerogative carrying with it the power of public 
taxation. To charge the Intercolonial with failure because it 
does not take from the public more than is required to maintain 
the service is to misinterpret Canadian history. By the simple 
step of raising the rates to the level of those of the private railways— 
which would be mere justice—or even by the device of expropriat- 
ing the express business now monopolized by the private railways, 
the Intercolonial could be made to yield a large profit this very 
year, if that were not a violation of the covenant made with the 
maritime provinces at confederation. Would the advocates of 
private ownership have the government of Canada remove the 
reproach of cheap service by repudiating its constitutional pledges, 
or would they have justice done by reducing the private companies’ 
rates to the level of the government road ? 

In postal work the ideal of nearly all the nations of the world 
is the widest service at the cheapest rate, and scarcely any country 
seeks to make its postal service a means of profit or public revenue. 
In the growing company of nations that own their highways the 
ideal toward which they are striving is that of the postal service 
rather than the notion of raising surplus taxes by railway profits. 


E. B. BIGGAR 


Toronto, ONT. 

















THE MOLDERS’ UNION AND THE ALLIED METAL 
TRADES 


The building trades have always been thrown into close contact 
with one another. The very fact that carpenters, painters, 
plasterers, etc., work side by side on the same jobs has had much to 
do in fostering a feeling of fellowship and co-operation among union 
men of all sorts in the building industry. In the metal industry, 
the different trades have not been brought into the same intimate 
contact. Fifty or more years ago it was uncommon to find plants 
which employed more than two or three of these trades. Today, 
however, some establishments are so extensive that they find place 
for practically every metal trade. The different crafts remain 
somewhat isolated from each other, nevertheless, so that the sense 
of group solidarity has never fully developed among the men of the 
rank and file. 

Labor organizations within the building trades have been able to 
secure effective co-operation because there have been about a half- 
dozen unions of fairly equal effectiveness which have been able to 
give each other real assistance as well as to ask for it. In the 
metal trades, union leadership has depended largely upon the 
Molders, the one union which has possessed size, influence, and 
responsibility far beyond the accomplishments of allied trades. It 
is important, therefore, to see what attitude this union has taken 
toward sympathetic or joint action in the group of crafts to which 
it belongs. 

As early as 1864 the Molders considered the feasibility of 
co-operating with the Machinists in forming “subordinate Trade 
Assemblies where separate trade union activities are impracticable.” 
Nothing was done, however, to carry out the plan. The incident 
is noteworthy only as showing the cordial relations which existed 
between the two crafts at that time. Again, in 1865 there appeared 
to be considerable team work between the molders and the stove 


* Stockton, “The Molders and the General Labor Movement,” International 
Molders’ Journal, March, 1916, p. 220. 
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mounters of Troy. An agreement was made between the parties 
whereby, when one was on strike, the other was to supply informa- 
tion as to what occurred within the struck shop, to hinder “scabs” 
from going to work, and, in case the latter did obtain entry, to do 
everything possible to make them undesirable employees. Later 
on mounters and “pattern filers” were admitted to a meeting of 
the Molders’ Union when a certain strike was being discussed. 
Apparently the mounters offered some active assistance in the 
difficulty, since the Molders shortly afterward voted to sustain 
their allies when the strike was settled and to walk out of any shop 
wherein a mounter was refused work on account of having helped 
in the contest indicated.’ 

At various times down to 1890 molders struck in sympathy 
with mounters, pattern makers, boiler makers, and machinists. 
The number of grievances supported was not large and none of the 
trades assisted asked for the universal application of a sympathetic 
strike policy. In several cases union molders hastily decided to 
pursue sympathetic action without waiting to obtain the inter- 
national sanction that their rules required. Molders also took an 
interest in the formation of national unions among stove mounters 
and pattern makers. 

After 1890 the weaker metal trades began to appeal with some 
frequency for the help of the Molders during labor difficulties. As 
soon as this movement became manifest the executive board of the 
Molders’ Union insisted that the local unions proceed with caution 
before lending strike support to the appellants. The board refused 
to sanction sympathetic strikes at Pittsburgh in favor of the 
Machinists and at New York in behalf of the Housesmiths in 1890 
and 1891 respectively.?, While certain molders contended that their 
union should observe the old motto of the Knights of Labor, “‘ An 
injury to one is the concern of all,” yet the board expressed strong 
disapproval of inconsiderate sympathetic strikes and “warned 
locals that before entering upon a strike of this sort they must con- 


t MS Minutes, Local Unicn No. 2, Troy, September 12 and 21, 1865; March 16 
and 19, 1866. 


? Proceedings, 1895, p. 30. In 1896, however, the Columbia Lodge, No. 261, of 
the Machinists refused to handle “‘scab-made”’ castings. 
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sult the best interests of their own trade and obtain the sanction of 
their recognized international officers.’”* The board’s notification 
at once had considerable effect in restraining local unions from 
rashly taking up the cudgels in immediate defense of threatened 
sister-societies. 

Editorial comment in the Iron Molders’ Journal further eluci- 
dated the official position of the International Union regarding 
sympathetic strikes. It was said that the Molders had lost many 
shops by such strikes, but that they had never gained any benefit 
therefrom. Since the Molders had ‘the most powerful and best 
organization” in the iron industry, it was “not surprising that 
their kindred trades should court their assistance and try to win 
their fight by the prestige of their more powerful ally.” The editor 
approved the “bond of sympathy”’ idea, but asserted that “before 
being called upon to engage in a fight not of our own making we 
should certainly have the privilege of passing upon the demands 
and considering how our active co-operation will affect our own 
interest and integrity without incurring the obloquy and abuse of 
fellow-unionists.’” 

In 1894 the Federated Metal Trades was organized by the 
Machinists, the Boiler Makers, the Metal Polishers, the Black- 
smiths, the Pattern Makers, and the Molders, under the auspices 
of the American Federation of Labor. The by-laws of the organi- 
zation placed ‘‘a salutary restriction upon the tendency of a local 
body to rush into an ill-advised conflict,” by requiring that no 
sympathetic strikes be called without careful investigation by 
representatives of the various trades.3 After 1896 the organization 
was discontinued. During its brief career it accomplished little 
of note. The Molders apparently were but slightly concerned about 
its existence. 

Following the dissolution of the Federated Metal Trades the 
policy of the Molders, so far as sympathetic action was concerned, 
became somewhat more conservative. In April, 1897, the execu- 
tive board issued a statement of which all local unions were enjoined 
* Iron Molders’ Journal, July, 1896, p. 277. 

2 Tbid., August, 1896, p. 326. 
3 [bid., January, 1897, p. 15. 
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to take strict account. The board declared that while it would 
always be the Union’s endeavor to render all possible service and 
assistance to sister-bodies, yet if aid were to be granted, it was to be 
only on condition that before an allied trade undertook to strike it 
should lay the whole grievance before the Molders for their investi- 
gation. When a request for joint action was made to a local union 
or conference board by some other trade, the matter was to be 
submitted at once to the president and executive board in the same 
way as any other dispute entirely within the ranks of the Union. 
After due consideration the president and board would then decide 
whether or not the local union or unions would be justified in par- 
ticipating in a strike with the petitioning trade if the dispute 
could not be settled in any other way. In brief, it might be said 
that sympathetic strikes were to follow the same course as other 
strikes, with the addition of advance notice from the trade whose 
grievance was the primary thing at stake. 

The purpose of the advance-notice requirement was a very 
obvious one. It secured the Molders against having an allied 
trade rush into a strike and then make an appeal to the “natural 
weakness” of fellow-unionists to assist it when the fortunes of war 
began to run adversely. In the name of brotherhood many a 
union has been inveigled into aiding another, even though the 
cause may have been none too just, merely because it seemed wrong 
to stand by and see capital win. By having a cast-iron rule necessi- 
tating investigation before the difficulty got beyond bounds, the 
Molders were able thereafter to judge each case on its own merits 
without undue sentiment or excitement. 

The position taken by the executive board was affirmed by the 
convention of 1899, and the same rules still hold. The same con- 
vention also turned a leaden ear to a plea from the Pattern Makers 
for a plan whereby the Molders were to refuse to handle “‘scab” 
patterns in return for the patronage of their label by the Pattern 
Makers. Opposition to the scheme was based partly upon the 
argument that it might result in the violation of trade agreements 
and partly upon distaste for having the Molders made “the pivot 
for the action of the other iron trades.” 


* Proceedings, 1899, pp. 89, 178, 191. 
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Scarcely had the 1899 convention adjourned when the Central 
Federated Union of New York City suspended a local molders’ 
union from its membership for refusal to order its men out of 
several shops where pattern makers were on strike.’ The attitude 
of the New York body probably indicated the general feeling of the 
more radical unionists everywhere toward the Molders’ apparent 
conservatism. Encouraged by this same episode, perhaps, the 
Pattern Makers then approached the next session of the American 
Federation of Labor with a resolution requesting the Molders to 
order their Boston locals not to handle ‘“‘scab”’ patterns in that 
vicinity. The Federation, however, refused to trespass upon the 
autonomy of an affiliated order.” 

In several instances during 1900 the pressure upon local molders’ 
unions became so severe that they went out on unsanctioned sympa- 
thetic strikes rather than endure reproach for being the associates 
of ‘‘scab”’ pattern makers and mounters. In all cases the men were 
ordered back to work at once, but in some places they were so 
rebellious that the international office could only enforce its orders 
by threatening to remove the charters of the recalcitrant locals. 

In 1900 the Machinists began a desperate struggle with the 
National Metal Trades Association. The nominal issue was that 
of a shorter workday, but at the bottom the whole effectiveness 
of the Machinists’ Union was at stake. The severity of this con- 
flict, together with the rapid development of comprehensive 
employers’ associations in all departments of industry, set the 
metal trades’ unionists once more to thinking about the possibili- 
ties of a federation as a means of defense. Accordingly the trades‘ 
quickly formed a temporary organization, and finally in 1903 a 
constitution and by-laws were adopted for what was called the 
Metal Trades Federation. 

* Iron Molders’ Journal, September, 1899, p. 461; October, p. 528. 

? Ibid., January, 1900, p. 11. 

3In 1898 three molders’ unions in Chicago belonged to the Building Material 
Council. The molders in New York City belonged to the Building Trades Council 


until 1900, when shop trades were excluded. In several other places, as Rochester, 
New York, molders’ locals had membership in metal trades’ councils by 1900. 

4The organizing trades were the Machinists, the Pattern Makers, the Metal 
Polishers, the Blacksmiths, the Boiler Makers, the Allied Metal Mechanics, the 
Core Makers, the Electrical Workers, and the Molders. 
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During its formative period the Molders lent their influence 
to the proposed alliance, but with considerable caution, since they 
fancied that the movement would prove a “source of weakness”’ 
unless properly guided.’ At meetings held in 1901, representatives 
of the Union were present, but they did not pronounce in favor of 
federation as their membership had not expressed itself upon the 
issue. In his report to the 1902 convention President Fox urged 
that the question of affiliating with the undertaking be handled 
with care since, from all indications, the contemplated federation 
was not likely to be “prolific of practical results” on account of 
several weak and inexperienced unions destined to be connected with 
it.2 The convention accordingly veted to leave the problem in 
the hands of the incoming officers. The latter subsequently 
decided to keep the Union free from the federated movement. 

Reasons for the Molders’ desire to remain independent of the 
Federation can be found in the rules of that body. Affiliated 
unions were required to call sympathetic strikes in favor of allied 
organizations. Before such a strike could occur a statement had 
to be issued by the union wishing support to all other unions in the 
local council. If the council failed to reach an agreement with the 
firm or firms affected, the case was then referred to the various 
international headquarters where strike votes were to be taken by 
the different executive boards. If a two-thirds vote of the general 
unions, acting through their boards, finally resulted in favor of 
supporting the grievance, and if further efforts to settle the trouble 
proved fruitless, a general strike, led by the president of the local 
council, was to be declared. To the executive committee of the 
Federation was granted the power to declare the strike off, so far 
as the Federation was concerned. It will thus be seen that the 
Federation practically took strike control out of the hands of the 
individual unions. It was to this feature that the Molders found 
objection. The Union resolutely determined to be its own master 
where strikes were concerned. It welcomed understandings with 


t Iron Molders’ Journal, January, 1901, pp. 23, 24. 


2 Proceedings, 1902, p. 618. 
3 Kirk, National Labor Federations in the United States, pp. 111, 112. In the 
‘Johns Hopkins University Studies,” Series 24, Nos. 9-10. 
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closely connected unions possessing “equal responsibility and 
equal ability,” but refused to be whisked about by every “sympa- 
thetic impulse.” 

During the Federation’s existence it should not be assumed 
that the Molders stood completely aloof from other metal trades. 
In several instances their locals were allowed to undertake joint 
strikes for shorter hours and more wages with unions of the Machin- 
ists. In other cases permission was given to locals to strike purely 
in sympathy with allied trades. In San Francisco, Milwaukee, and 
other centers local unions entered the newly organized metal- 
trades councils without subscribing, however, to the policies of the 
Federation. It is noteworthy that these unions, particularly, urged 
the general body to join the Federation. 

The Federation, like its predecessor, lived only a year or two, 
and produced many disappointments for its supporters. The 
movement for some form of alliance, however, would not down. 
Accordingly a meeting was held at Cincinnati in 1906, attended 
by representatives of the Machinists, the Blacksmiths, the Pattern 
Makers, the Metal Polishers, the Boiler Makers, and the Molders. 
Steeped in the lessons of the past, the wiser heads at once opposed 
the idea of an offensive and defensive alliance. Now, even more 
than in previous years, ‘the stronger unions looked dubiously 
upon a proposition which invited entanglements on behalf of a 
weaker ally; the high-dues union looked askance at the low-dues 
ally.”* The conference, therefore, came to the conclusion that 
wisdom dictated the formation of a Federated Metal Trades whose 
sole function should be that of organizing. Each affiliated union 
was scheduled to furnish a special organizer to be under the control 
of the Federation. Before going into effect the scheme was to be 
voted upon by the different unions. 

When the new plan came before the Molders’ convention of 
1907 nothing more definite was done than to indorse a “‘practical 
form of federation” as a means of combating the hostile associa- 
tions of metal-trades employers. But while the Union did not see 


t Iron Molders’ Journal, June, 1901, p. 341. Other unions which remained inde- 
pendent were the Pattern Makers and the Boiler Makers. 


2 “President’s Report,” Proceedings, 1907, p. 18. 
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fit to sanction the work of the 1906 conference, it authorized the 
president and two other members, named by the convention, to call 
another conference of the allied trades, provided the idea was 
approved by areferendum.' The general vote, when taken, resulted 
favorably to the project. 

As the result of the call which the Molders’ committee sent out, 
a convention was held which induced the American Federation of 
Labor to create a Metal Trades Department at its 1907 session. 
The purposes of this body were to promote local metal-trades 
councils, to adjust trade and jurisdictional disputes, and to assist 
in the organization of the various affiliated unions. Its rules pro- 
vided that if a strike were inaugurated by one trade, other trades 
within the same local council should not join in the struggle without 
the consent of their respective international unions. Membership 
in the department was made compulsory for all metal-trades unions 
belonging to the American Federation. Consequently the Molders 
affiliated and their executive board urged all local unions to join the 
councils in their districts. In 1911 the board also instructed the 
international officers to further the policy of making agreements 
with large corporations through the department wherever prac- 
ticable.2 The 1912 convention also recommended that an effort be 
made to have agreements with employers terminate at the same 
time as other agreements between the same employers and other 
organizations. At the same meeting persistent efforts to promote 
the amalgamation of the Molders with other metal trades led to the 
adoption of compromise resolutions indorsing working agreements 
with the Pattern Makers and proposing that the Metal Trades De- 
partment use its influence to establish conference boards and 
working agreements between the Molders, the Stove Mounters, and 
the Metal Polishers. Another measure which was passed provided 
that if the skilled melters and furnace men in brass foundries 
were willing to join in strikes with molders, the executive board 
should give consideration to their financial support. 

The relations between the Molders and the department were 
entirely harmonious until 1913, when the latter adopted new regu- 


* Proceedings, 1907, P. 201. 2 [bid., 1912, p. 70. 
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lations relative to sympathetic strikes. Certain affiliated unions 
complained that the voluntary character of the strike provisions 
had prevented the progress which was expected when the depart- 
ment was created. “They held that it was necessary to give the 
department power to order a strike vote of all trades when a 
certain majority so desired, and that if a certain majority of all the 
union workmen employed favored a general movement, the minor- 
ity should be forced to act with the majority, or be expelled from 
the department.”' Some of those who took this position belonged 
to unions whose financial systems were none too sound. 

Stated very briefly, the new rule of the department provided 
that general strikes by the metal trades could be called if 
approved by a two-thirds vote of the allied unions in any local 
council. Any organization which refused to obey the strike order 
issued by the president and executive council of the department was 
to be suspended. No union affiliated was to sign agreements 
governing shops where other affiliated unions were interested except 
upon approval of the department’s executive board. 

The Molders’ entire delegation at the convention where this 
rule was adopted was in strong opposition to its enactment. 
They held that the department thereby became superior in author- 
ity to the component unions, its creators, and that the autonomy 
of the latter was thereby destroyed. President Valentine declined 
to stand for re-election as one of the vice-presidents of the organi- 
zation and also tendered his resignation for his unexpired term to 
take effect immediately, since he could not give even passive 
approval to a regulation which, in his opinion, was a direct infringe- 
ment of the constitution of his order. At the next meeting of the 
executive board of the Molders statements were issued, both to 
the department and to the American Federation, challenging the 
department’s right to set aside the strike laws of any member union 
and asserting the intention of the board to prohibit the taking 
of any strike vote within its own membership and to refuse sanc- 
tion except in accord with the rules of the Union.” 

* International Molders’ Journal, December, 1913, Pp. 1034. 

2 Ibid., March, 1914, pp. 223-26. 
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When the matter was brought to the attention of the executive 
council of the American Federation of Labor, that body proved to 
be of the unanimous opinion that the department’s scheme was a 
violation of the constitution of the Federation which guaranteed 
autonomy to the affiliated unions. At the 1914 convention of the 
Federation the difficulty was adequately settled. Membership 
in all the various departments of that body was made purely 
voluntary. Moreover, no department was to “enact any law 
or adopt any policy which aims to force a minority of the affiliated 
organizations to do something to which they are opposed, or which 
is contrary to their methods of procedure as provided by their 
respective constitutions.’”* Recent relations between the Molders 
and the Metal Trades Department have been amicable. Local 
unions have joined metal-trades councils and in some places sym- 
pathetic strikes have been entered into. 

The question may now be asked, Why have the Molders always 
been so conservative about undertaking joint strike action with 
allied unions? There are those who do not hesitate to say that 
the Union has been a highly selfish organization. The Molders’ 
line of defense has probably been indicated in part, at least, during 
the course of this article. Yet it seems wise to sum up their position 
in compact form. 

It should be clearly understood that the Molders have never 
had objections to the principle of sympathetic strikes. Nor have 
they ever entered into agreements preventing such strikes. But 
they have always insisted that they should be governed by their 
own regulations rather than be subject to the whims of some 
other organization. The Molders are the second oldest exist- 
ing union formed in the metal trades. After years of hard effort 
they have succeeded in building up an order wherein discipline 
and business-like methods prevail to a notable degree. A splendid 
financial system has been developed. National and local trade 
agreements have been negotiated and observed with a determina- 
tion to make the organization respected for its responsibility. On 
the other hand, some of the other metal trades are of recent origin, 
have insufficient discipline, possess poor financial resources or 


t International Molders’ Journal, December, 1914, pp. 988-90. 
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beneficial systems,' think little of business methods, or are numeri- 
cally weak. If the Molders were compelled to go out sympatheti- 
cally every time one of these allied trades called a strike, they would 
soon waste their strength in the cause of others. In return the 
weaker unions could offer the Molders but small assistance. Thus, 
the advantages would be practically one-sided. Since the Union 
has always felt that its first duty was to its own members, it has 
sturdily decided to fight molders’ battles effectively rather than 
to fritter away its resources as everybody’s champion. In this 
respect, then, as in others, the Molders are a business-like concern. 

From the foregoing account it is evident that offensive and 
defensive alliances between the metal-trades unions are “all 
right in theory but do not work in practice.” It certainly seems 
essential from the standpoint of highest efficiency that closely 
related labor organizations of all kinds should co-operate in col- 
lective bargaining. The difficulties in the way of joint action, 
however, have been practically insurmountable in the metal indus- 
tries so far as the general situation has been concerned. 

What the future holds by way of sympathetic policies in the 
metal trades is difficult to forecast. The writer would venture 
the opinion, however, that before joint action meets with general 
acceptance the weaker trades must become more thoroughly 
organized and must bolster up their financial systems. The 
Molders and the one or two other unions which now possess some 
strength will never sacrifice everything in sympathetic or joint 
strikes while they receive practically nothing therefrom. Until 
greater uniformity in power, responsibility, and prestige is attained 
by the weaker unions through their own efforts in their own juris- 
dictions, the present Metal Trades Department will continue to 
be little more than a joint organizing agency. 

One interesting possibility for the future is found in a favorable 
outcome of the present amalgamation movement. In 1903 the 
Molders absorbed the Core Makers’ Union, thus settling irritating 
questions of jurisdiction and sympathetic action. Since that time 

? On two occasions, when joint action of all the metal trades took place, it was dis- 
covered shortly after the strike occurred that a majority of the unions involved were 


unable to pay strike benefits to their members (International Molders’ Journal, Decem- 
ber, 1913, p. 1034). 
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an active minority within the union has campaigned for consolida- 
tion with still other allied organizations. The majority, however, 
has steadfastly opposed this policy. Yet it may prove advisable 
within even the next few years for the Molders to amalgamate 
with such closely connected bodies as the Pattern Makers or the 
Stove Mounters, though the likelihood of such a movement still 
seems remote. In all probability if amalgamation meets with 
favor in the metal trades the weaker unions will be the first to 
consolidate. A strong union, like the Molders, will remain fairly 
content with its independent position so long as it can wield any- 
thing like its present power. 

Amalgamation might be considered a cure for the existing 
difficulties pertaining to joint or sympathetic action by the metal 
trades. It must be remembered, nevertheless, that amalgamation 
without better organization, finance, and discipline would mean 
but little improvement in the condition of the majority of these 


trades. 
FRANK T. STOCKTON 
INDIANA UNIVERSITY 




















NOTES 
CHARLES BOOTH, 1840-1916 


The recent death of Mr. Charles Booth brought to an end the work 
of a man to whom, in America as well as in England, statisticians, econ- 
omists, sociologists, and all other students of modern social problems 
owe much. In order either to understand or to appreciate Mr. Booth’s 
work it is necessary to project ourselves back into that decade between 
1880 and 1890 when he collected his statistics of London poverty and 
first planned the great series of volumes that he called the Life and 
Labour of the People in London. 

It is probably true that no period in England since that of the 
Chartist agitation has seen a social awakening at once so vigorous and 
so far-reaching in its consequences. The social unrest of the eighties was 
due to many causes; but it first became obvious, perhaps, with the 
publication in the autumn of 1883 of the sensational pamphlet, The 
Bitter Cry of Outcast London, a tract written by a city missionary, and, 
as we read it now, a tract of little merit, filled with exaggerated stories 
of distress. Nevertheless, the social conscience of England was stirred; 
sober and thoughtful people were moved to serious heart-searchings, 
and the emotional were led to talk of a social revolution. 

A sentimental interest in those who were called “the perishing and 
dangerous classes” or “the outcast poor,” according to the temper of 
the writer or speaker, had also been stimulated by Besant’s popular 
novels, All Sorts and Conditions of Men and Children of Gibeon. The 
“palace of delight” pictured by Besant in the earlier novel grew in the 
popular imagination until a great fund was easily raised to build a real 
‘People’s Palace”’ on the Mile-End Road, which was opened by the 
queen in 1887. It was this same decade of the eighties that saw 
the characteristic English Socialist organizations come into being. The 
famous manifesto of the Social Democratic Federation was prepared by 
Hyndman and issued in 1883; and that same year saw the founding of the 
Fabian Society. This was also the decade in which Canon Barnett 
“went as a prophet’”’ to preach the gospel of social righteousness in the 
conservative halls of Oxford and the decade of the founding of Toynbee 
Hall and Oxford House and that elder group of English settlements. 

Sensational stories of London poverty filled the magazines. ‘“Gen- 
eral” Booth, of the then recently founded Salvation Army, began 
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appealing for help for the disinherited who were sleeping out by scores 
of hundreds on the Embankment and other public places. The first 
“food and shelter depot” of the Salvation Army was opened in 1887, and 
the “darkest England” policy, for which money was lavishly con- 
tributed, had been inaugurated before the end of the decade. 

A writer in the Quarterly Review, discussing in 1883 the social unrest 
that was troubling the comfortable classes, said emphatically: “To say 
that we are surrounded by a spirit of social revolution is as much a 
commonplace as to say that we are surrounded by a spirit of scepticism.” 
‘Lazarus at the Gate” was the title of an article in another well-known 
review, in which, although the misery of Lazarus was not denied, a warn- 
ing was issued against allowing “‘the present tide of feeling . . . . to 
precipitate us into unwise legislation.” ‘There is no doubt,” the writer 
conceded, “about the existence or extent of the evil requiring to be dealt 
ee ” “The public conscience seems to be at last effectually 
awakened to its responsibility with respect to the state of wretchedness 
and degradation in which large sections of the poorer classes have so 
long been suffered to live.’ 

Political use was made of the new interest in London poverty, and a 
conservative observer charged that England was living in “‘the dream 
world of the agitator where all that is, is inverted, is incalculable.” 
Joseph Chamberlain claimed that there was evidence to show that never 
before in English history had “the misery of the poor been more intense 
or their daily life more hopeless and degraded.” Chamberlain was 
accused of “playing tricks with statistics.” Nevertheless, London was 
startled, and listened when he said, “‘The vast wealth which modern 
progress created has run into ‘pockets’; individuals and classes have 
proven rich beyond the dreams of avarice . . . . but the great majority 
of the toilers and spinners have derived no proportionate advantage from 
the prosperity which they have helped to create.” 

It was against this background of disturbed social passions that Mr. 
Charles Booth quietly began his work of investigation. ‘We are a long 
way towards understanding anything under our consideration when we 
have laid it open even without comment,” he wrote, quoting the Auto- 
biography of Mark Rutherford, in the first part of the first volume of 
Life and Labour of the People in London? Mr. Booth was a great man of 


*“Tazarus at the Gate,’ by the author of Social Wreckage, in The Contemporary 
Review, Vol. XLV, 82. 

2The first edition of this work, which consisted only of two volumes and an 
appendix, was published in 1891 and was called, not Life and Labour, but Labour and 
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affairs who had the mind and the temper of a student. He was in no 
sense a social reformer or agitator. He had made a study of the sta- 
tistics of occupations, but he had not yet ventured independently 
into the field of social inquiry when he began the task of collecting 
statistics relating to London poverty. Statistics in plenty had been 
produced both by the reformers and by their foes, but no one trusted 
them. The Quarterly attacked Mr. Hyndman for what were called 
“the statistics of agitation,” and the reassuring figures of the review 
were in turn contemptuously dismissed as “theoretical statistics the 
falsehood of which could be disproved by one walk through the streets 
of London.” 

Official inquiries had been, throughout the decade, frequent but not 
fruitful. A Royal Commission on the Housing of the Working Classes 
had been followed by parliamentary inquiries into unemployment, 
foreign immigration, poor relief, and, finally, the sweating system. 
But, in spite of official interest in the welfare of the poorest classes, 
the decade closed in the social disorder of the great Dock Strike. 

At a time when partisan feeling ran high Mr. Booth began his work 
without partisanship. His purpose was not to “state the case”’ for the 
comfortable classes to which he belonged nor to state the claims of those 
who advocated or condemned any one of the social panaceas that were 
on the market. He wished only to gather the facts. Discussing the 
motives that led him to undertake his great inquiry, Mr. Booth said 
simply: 

East London lay hidden behind a curtain on which were painted terrible 
pictures: starving children, suffering women, overworked men; the horrors of 
drunkenness and vice; monsters and demons of inhumanity; giants of disease 


Life of the People. A large part of the material relating to East London had already 
appeared in the Journal of the Royal Statistical Society in the form of two papers 
read by Mr. Booth before the Society. The first of these was called “The Inhabit- 
ants of Tower Hamlets (School Board Division), Their Condition and Occupations” 
(see Journal Royal Statistical Society [June, 1887], L, 326-91); and the second paper, 
“Condition and Occupations of the People of East London and Hackney,” was read 
before the Society June, 1888 (ibid., LI, 276-331). It is of interest that Professor 
Alfred Marshall, who took part in the discussion that followed the reading of Mr. 
Booth’s Grst paper, said that it would “be difficult to conceive a paper of more 
absorbing interest to economists than that which had just been read.’’ He was cer- 
tain, he said, that “all those economists whom he had the pleasure of knowing 
would say that there was not a line in the paper which they ought not to think over 
most carefully,’’ and he said further that the work when completed “would take a 
unique place among the materials out of which their science was being built up” 
(ibid., L, 394). 
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and despair. Did these pictures truly represent what lay behind, or did they 
bear to the facts a relation similar to that which the pictures outside a booth 
at some country fair bear to the performance or show within? This curtain 
we have tried to lift. 


By lifting the curtain to show the real world that it hid, Mr. Booth 
expected to expose a sensationalism which was detrimental to social 
progress, and to show that the problem of poverty had been exaggerated, 
but he worked “with no bias nor distorting aim, and with no foregone 
conclusions.” In the first edition of his first volume he says, “I 
have throughout my inquiry leaned to the safe side, preferring to 
paint things too dark rather than too bright, not because I myself take a 
gloomy view, but to avoid the chance of understating the evils with which 
society has to deal.”’ In later editions this statement was corrected by a 
note signed by the initials “C. B.” and the date 1902. “I undoubtedly 
expected,” he wrote at this later period, “that this investigation would 
expose exaggerations, and it did so; but the actual poverty disclosed 
was so great, both in mass and in degree, and so absolutely certain, that 
I have gradually become equally anxious not to overstate.” 

Mr. Booth began his inquiry in Tower Hamlets, a district in East 
London, which was supposed, he wrote, “‘to contain the most destitute 
population in England and to be, as it were, the focus of the problem 
of poverty in the midst of wealth which is troubling the minds and 
hearts of so many people.” But it was one of Mr. Booth’s discoveries 
that there was a more destitute population across the river. The “bitter 
cry of outcast London”’ which came from the East should have come 
with greater intensity from the South; for in the districts of Waterloo, 
St. Saviour’s, and Bermondsey, in “ historic poverty-stricken Southwark,” 
in the nests of courts and alleys about old St. George’s Church, among 
which stood the old Marshalsea prison, Mr. Booth found what he called 
the most impenetrable mass of poverty ‘‘all round about the bridges and 
extending in a woeful fringe along the river bank, whence its life blood 
is largely drawn.’’ Comparing the different parts of South London with 
each other and with other districts in London, East London receded 
and Mr. Booth, in his own words, “placed St. Saviour’s Southwark on 
her wretched throne.” 

Although Mr. Booth’s name has been connected with more than one 
social-reform movement, notably, of course, with the attempt to secure 
old-age pensions in England, he disclaimed at the outset any purpose 
beyond the hope that the great problem of poverty might be “better 
stated.” That is, his design was ‘“‘solely to observe and chronicle the 
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actual, leaving the remedies to others.’’ In the first edition of his first 
volume in 1890 he wrote: 


If the facts stated are of any use in helping social reformers to find remedies 
for the evils which exist, or do anything to prevent the adoption of false 
remedies, my purpose is answered. It was not my intention to bring forward 
any suggestions of my own, and if I have ventured, here and there, and espe- 
cially m the concluding chapters, to go beyond my program, it has been with 
much hesitation. 


In 1902, reverting to this attitude, he wrote with characteristic humility: 


The last word I would add is this: the object of the sixteen volumes has 
been to describe London as it appeared in the last decade of the nineteenth 
century. Beyond this I have sought, however imperfectly, to show what is 
being done to ameliorate its conditions. ... . For the treatment of disease, 
it is first necessary to establish the facts as to its character, extent, and symp- 
toms. Perhaps the qualities of mind which enable a man to make this inquiry 
are the least of all likely to give him that elevation of soul, sympathetic insight, 
and sublime confidence which must go to the making of a great regenerating 
teacher. 


The whole difference between optimism and pessimism, Mr. Booth 
pointed out, might be caused by two ways of looking at mere figures; 
and he warned the optimist that although in East London it might be 
regarded as hopeful that only one-tenth of the population could be reck- 
oned as very poor, yet the absolute numbers must not be forgotten; 
“‘when we count up the 100,000 individuals, the 20,000 families, who 
lead so pinched a life among the population described, and remember 
that there are in addition double the number who, if not acutally pressed 
by want, yet have nothing to spare, we shrink aghast from the picture.” 
On the other hand, he warned those who were deeply pessimistic that 
the relative numbers should likewise not be overlooked. Thus he wrote: 


To judge rightly we need to bear both in mind, never to forget the numbers 
when thinking of the percentages, nor the percentages when thinking of the 
numbers. This last is difficult to those whose daily experience or whose 
imagination brings vividly before them the trials and sorrows of individual 
lives. They refuse to set off and balance the happy hours of the same class, 
or even of the same people, against these miseries; much less can they consent 
to bring the lot of other classes into the account, add up the opposing figures, 
and contentedly carry forward a credit balance. In the arithmetic of woe 
they can only add or multiply, they cannot subtract or divide. In intensity 
of feeling such as this, and not in statistics, lies the power to move the world. 
But by statistics must this power be guided if it would move the world aright. 














200 JOURNAL OF POLITICAL ECONOMY 


Since the days of John Howard and Sir Frederick Eden no private 
individual in England had undertaken a social inquiry that compared 
either in scope or in social importance with the Life and Labour of the 
People in London. This study of London poverty, begun in 1886, was 
completed in 1902. ‘‘Seventeen years and an equal number of volumes 
have been occupied with this inquiry,” he wrote in his final volume. 
“But the subjects covered offer a wide range; being no less than life and 
industry as they exist in London at the end of the Nineteenth Century 
under the influences of education, religion, and administration.” 

Mr. Booth received the gold medal of the Royal Statistical Society 
in 1892, and he was president of the Society from 1892 to 1894. He was 
a member of the Royal Commission on the Aged Poor, 1893-95, of the 
Tariff Commission, 1904, and of the Royal Commission on the Poor 
Laws and the Relief of Distress from 1905 until his resignation, because 
of ill-health, in 1908. He became the Right Honorable Charles Booth 
in 1904 by appointment to the Privy Council. He was a Fellow of the 
Royal Society and held honorary degrees from the universities of Oxford, 
Cambridge, and Liverpool. To the end, however, his modesty remained 
one of his most striking characteristics. He rejoiced that in what he 
called his attempt at ‘“‘a better statement” of the problem of poverty 
he had had many imitators, and he wrote with some satisfaction at the 
close of the last volume of Life and Labour in 1902, “The spirit of 
patient inquiry is abroad; my attempt is only one of its children.” 


EpitH ABBOTT 
CuIcaco SCHOOL oF CIVICS AND PHILANTHROPY 


WASHINGTON NOTES 
THE PROBABLE DEFICIT 


The publication of the finance report for the current year has made 
evident the fact that it will be necessary to provide very largely for 
federal expenses by finding sources of revenue other than those which are 
now open under the terms of existing taxation. The finance report 
shows that the expenses for the fiscal year ending June 30, 1917, will be 
about $103,000,000 more than the resources during that time, while by 
the end of the following fiscal year (June 30, 1918), for which Congress is 
now making appropriations, there will be a deficit of about $185,000,000. 
This latter deficit, however, will have been reached through the exhaus- 
tion of a fund of about $114,000,000, estimated to represent the free 
resources of the Treasury on July 1, 1917. The “deficit” which must 
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be provided for between now and the end of the next fiscal year 
(June 30, 1918) will thus be in round numbers either $300,000,000 
or $400,000,000, according to the definition assigned to the term. To 
place the Treasury in a position as good as that which it now occupies 
would require a new revenue of about $400,000,000. This is the cost 
of “‘preparedness” and is the more striking in that it represents the 
shortage of funds to be provided for after collecting the revenue to be 
derived from a doubled income tax and from other sources of taxation 
opened by recent legislation. Under the terms of existing law the 
Treasury Department has the power to “reimburse” the government for 
funds expended in the construction of the Panama Canal up to about 
$228,000,000, so that this amount could theoretically be obtained through 
the issue of bonds. This, however, as just seen, would not provide 
for anything like the total amount required. It must be remembered, 
furthermore, that the continued cost of policing the Mexican frontier 
and the provision which now seems likely to be made for higher rates 
of pay to government employees will probably add materially to the 
amount of the deficit as computed above. The conclusion, therefore, 
to which the observer is irresistibly driven is that new methods of taxa- 
tion must be opened in the near future, or modes of reducing expenditure 
not now contemplated must be resorted to, or that both expedients 
must be adopted. It has long been recognized that there were many 
directions in which federal expenditures could wisely be cut, but there 
is no retrenchment which at the present time stands out as distinctly 
likely. The evident conclusion, therefore, seems to be the necessity of 
new federal taxation or else the increasing of the rates of existing taxa- 
tion. The situation, moreover, is aggravated by the fact that, as the 
prohibition movement spreads, it becomes more and more likely that 
the large internal-revenue receipts now derived from taxes on malt and 
distilled liquors may disappear at a comparatively early date. Revi- 
sion of the federal revenue system practically throughout is thus made 
to appear as a probable necessity of the very near future if the existing 
drift toward large naval and military expenditure is to be continued, as 
now appears to be inevitable. 


AMENDMENTS TO THE FEDERAL RESERVE ACT 
The Federal Reserve Board, in connection with its annual report 
to Congress, has transmitted to that body drafts of amendments intended 
to provide for certain changes in the Federal Reserve Act believed, as 
the result of experience, to be necessary. 
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The list of such amendments includes the following items: 

1. An amendment designed to advance the date when reserve 
balances carried with city correspondents will no longer count as reserves, 
from November 1, 1917, to a date 60 days after the passage of the 
amendatory act. 

2. A provision authorizing the Federal Reserve Board to increase 
member bank reserves under carefully guarded conditions. 

3. A revision of Section 19 of the Act relating to reserves so far as 
to eliminate matter which has become obsolete by reason of the actual 
effecting of reserve transfers, while at the same time reserves carried 
with federal reserve banks are strengthened, and the amount of funds 
to be carried in vault by the member banks is fixed at a uniform 5 per 
cent. 

4. A revision of Section 16 providing for the direct issue of federal 
reserve notes against gold and the counting of gold in the hands of 
federal reserve agents as a part of the gold reserves of reserve banks. 

5- An amendment to Section 16 permitting non-member state banks 
and trust companies, even though too small to be eligible for member- 
ship in the federal reserve banks, to avail themselves of the clearing and 
collection facilities of the federal reserve banks, provided that they cover 
at par checks on themselves sent for collection by the federal reserve 
bank, and provided further that they keep a compensating balance with 
the federal reserve bank in an amount to be determined under rules pre- 
scribed by the Federal Reserve Board. 

6. An amendment of Section 22—the penal statute—to define more 
clearly the rights and limitations of directors in the matter of accepting 
fees or compensation other than the ordinary fees paid directors for 
legitimate services rendered in the regular course of business, the per- 
formance of which service is not incumbent upon them in their capacity 
as directors. 

7- An amendment of Section 13 to restore the provision which was 
by error stricken from the act in the amendments of September 7, 1916, 
thus restoring to national banks, with the approval of the Federal 
Reserve Board, the right to accept up to 100 per cent of their capital 
and surplus in transactions involving imports or exports. 

8. An amendment of Section 17 to cancel the provision of the 
National Bank act which requires national banks to maintain a minimum 
deposit of government bonds with the Treasurer of the United States. 

9g. An amendment of Section 25 to authorize member banks located 
in cities of more than 100,000 population and which have a capital and 
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surplus of more than $1,000,000 to establish branches in the same city, 
provided the state laws do not prohibit state banks and trust companies 
from establishing branches. 

ro. An amendment of Section 9 to authorize mutual savings banks 
not having capital stock to become associate members of the federal 
reserve system under certain prescribed conditions. 

11. An amendment of Section 4 to abolish the title and office of deputy 
federal reserve agent, thus having two unattached Class “C”’ directors 
instead of one as at present, and to create the position of assistant 
federal reserve agent, who shall not be a director of the bank, but who 
shall be a salaried bonded officer in the federal reserve agent’s depart- 
ment, serving at all times as an assistant to the federal reserve agent and 
qualified to act for the agent in his absence. 

It will be noted that the principal of the Board’s proposed amend- 
ments are intended to work together toward the further application of 
the policy already mapped out in a statement issued to the public by it 
on November 28. In that statement it was suggested that the inflow of 
gold into the United States need not be considered a menace to the well- 
being of the community provided that satisfactory provision was made 
for the control of its movement and accumulation. The question would 
be how to obtain and exercise sufficient authority in connection with 
such control. This, as is now suggested by the Board, can be accom- 
plished by wiping out the fictitious reserves carried in the form of reserve 
balances, vesting the Board itself with power to increase when neces- 
sary the percentage of member bank reserves carried with reserve banks, 
and rearranging the reserve requirements of the country so as to place 
all reserve funds, except needed till money, in the hands of the reserve 
banks themselves. As a further aid to the working out of this program, 
the Board has renewed its recommendation for an amendment to the 
Act designed to permit the direct issue of federal reserve notes for gold 
and the counting of such gold as a part of the reserve of the reserve banks 
themselves, thus presumably strengthening their lending power and 
correspondingly increasing their ability to render aid in the event of 
difficulty or disaster on the part of the member banks. 

















BOOK REVIEWS AND NOTICES 


The Marketing of Farm Products. By L. D. H. Wetp. New 
York: Macmillan, 1916. 8vo, pp. xiv+483. $1.50. 

The task which the author of this volume sets himself is an important 
one, and the spirit in which he undertakes it is thoroughly admirable. 
Professor Weld believes that ‘“‘the study of marketing naturally falls to 
the lot of the economist. To make the necessary investigations of 
market practices, to classify the data collected, and to draw sound con- 
clusions as to the fundamental principles is not so easy as is commonly 
thought. Too many speakers and writers are making glaring statements 
without having a broad enough point of view to include the interests of 
all people concerned in the marketing process.” His book, therefore, 
aims to show “what the science of economics has to offer in the way of 
general laws which are helpful in solving the problems involved.” In 
pursuing this plan of treatment, he presents first a chapter on “The 
Fundamentals of Marketing.”’ This offers a sane and helpful statement 
of the problem and, by way of economic theory, lays down the doctrine 
that marketing is a part of production and has as its task the creation 
of time, place, and possession utilities.. Further, he argues that if this 
task is to be performed efficiently there must be a functional division of 
labor among numerous specialists who have an opportunity to develop 
a high degree of expertness in their particular line of endeavor. Nothing 
is said in this chapter about the theory of prices or the nature of the 
price-making process. 

There follow then seven chapters which deal with the various types 
of traders and methods of trading which characterize the handling of farm 
products. These chapters and several of a similar nature which come 
later in the book reveal the author’s intimate contact with, and under- 
standing of, the methods by which this class of business is carried on in 
the United States today, and this first-hand quality of the discussion is 

t The economist is likely to be somewhat astonished at the manner in which this 
discussion is introduced (see p. 3). ‘Professional economists usually divide the field 
of economics activity into three grand divisions—production, distribution, and con- 
sumption. When it comes to locating the subject of marketing, or market distribution 


as it is frequently called, in its proper division, the nomenclature used by economists 
is misleading, because marketing is a part of production, and not of distribution.” 
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one of the most striking and admirable features of the book as a whole. 
It appears to the reviewer, however, that the arrangement would have 
been considerably improved if the chapters dealing with prices had 
been deferred until the description of market methods had been com- 
pleted and the price discussion given a position of climactic importance 
at the close of the volume. It is there that we should expect the promise 
of the early pages to be made fully good in a comprehensive application 
of economic principles to the concrete situations so fully set forth in the 
descriptive portions of the book. The opportunity for economic analysis 
here presented is, in fact, twofold. First (the persons and the practices 
of the market system having been described), there emerges the question 
whether these services are supplied at a minimum cost or whether defects 
in the economic organization of the business cause the specific things 
done to be needlessly expensive. Secondly, there is the more obscure, 
but ultimately more important, question whether this market mechanism 
(whatever its internal efficiency or relative cost of operation) is engaged 
in turning out the most valuable or some less valuable grade of economic 
product.’ The case is analogous to that of the industrial concern. There 
the economist asks concerning the factory, not merely whether it marshals 
together natural resources, labor, and capital skilfully in its given line 
of endeavor, but also whether in so doing it directs economic enterprise 
toward the production of form utilities of the greatest want-satisfying 
power. Similarly of the marketing agency, the test of its efficiency is to 
be found in (1) a low cost of handling its business and (2) the relatively 
high or low values created by its productive efforts. 

To the first of these issues, in its general aspects,? Professor Weld 
devotes his attention in three chapters on marketing costs (ix—xi) and 
to particular phases of the problem in chaps. xviii to xx (direct selling, 
co-operation, and retailing), and in shorter passages elsewhere. He makes 
a vigorous and sensible attack upon the loose statements concerning a 
return of only thirty-five cents to the farmer from every dollar paid by the 
consumer. He shows that the total increment in price goes to cover 


 Viz., time and place utilities. 

2 That is, largely as to whether the costs are a large or a small percentage of the 
final price, and the allocation of these charges to the various sources from which they 
are incurred. 

3 It is rather unfortunate, therefore, that he should have fallen into the very error 
in computation which is responsible for many of the unduly pessimistic statements 
concerning the farmer’s share in the consumer’s dollar. Thus, in the figures presented 
on p. 219, he shows a price of 9.1 cents paid the producer and 20 cents paid by the 
ultimate consumer, and argues that this means that the farmer receives 45.5 per cent 
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manufacturing costs (such as the dressing of meat and poultry; the 
churning, salting, and packing of butter; the making and curing of 
cheese; cleaning, drying, or otherwise improving the condition of grain; 
sorting and repacking many kinds of fruits and vegetables). He asserts 
that for staple commodities handled in bulk the charges are surprisingly 
low and that, even taking an average to include perishable goods which 
demand expensive special services, the cost of marketing does not run 
over 40 to 45 per cent instead of the 65 per cent so much trumpeted 
abroad. This whole discussion deserves careful reading both for the 
store of information which it contains and for the shrewd analysis which 
it applies to these facts. It is to be feared, however, that the author 
had been so busy combating “popular misconceptions . . . . based 
on a lack of knowledge of marketing methods and a lack of appreciation 
of the difficulties encountered and the functions performed by the 
middlemen”’ that he has had little time to apply the test of economic 
efficiency to the existing organization of the trade in farm products. 
For example, in any other productive enterprise two of the fundamental 
inquiries would deal with the relationship between the standard of eco- 
nomic efficiency attained and the character of capital goods used, and 
the size of the operating unit or the organization of smaller units into 
larger working arrangements. As for the increase of efficiency due to the 
employment of better equipment, Professor Weld makes many excellent 
points in connection with railroad facilities in his chapter on transporta- 
tion. But, as for the plant used by city produce dealers, much less is 
said than is demanded by the existing situation. Likewise, while the 
organization of the grain and cotton trades under the form of produce 
exchanges, already treated with much detail by other writers, is dealt 
with at some length, he offers but little in the way of critical 
discusssion (or of bare description even) of the many important develop- 
ments looking toward the organization of the trade in perishables upon a 
broader basis—a matter which is but little known and scarcely at all 
written about. Indeed it appears doubtful whether the author is 
thoroughly conversant with the integrating movements which have 
gone on to a marked extent in recent years. 


of what the consumer pays. As a matter of fact, however, he gets 51.1 per cent, 
since the farmer is paid for what is lost in shrinkage at the same rate as for the pound 
of meat which the housewife gets. To check this easily, assume a farm price of 10 
cents, shrinkage of 50 per cent (5 cents a pound), selling costs of 5 cents a pound, and 
retail price of 25 cents a pound. The farmer gets $10 for 10o pounds of live poultry 
or 80 per cent of the $12.50 which the consumer pays for fifty pounds of dressed 
chickens—not 4o per cent of $25! 
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As for the second part of his task of applying economic principles 
to the solution of the problems of marketing farm products, Professor 
Weld announces at the beginning of his chapter on prices that he does 
not propose to “enter into any such theoretical discussion [as is offered in 
standard works on economics], but rather to present some of the practical 
aspects of price determination as they appear in commercial life.”” But 
thisisfollowed by an ungarnished version of the supply-and-demand theory 
of price, demand being determined by retail price and supply by the 
elimination of producers whose costs of production exceed the price netted 
from the consumer’s dollar after selling costs have been deducted. This 
rapidly works itself into a cost-of-production argument, and the author’s 
whole theory of prices seems to be that middlemen’s costs of doing busi- 
ness are added to growers’ costs of production to make consumers’ prices 
(see pp. 7, 174, 284, etc.). This may be all very well if applied to a static 
condition which had worked itself out to a normal price adjustment all 
along the line. But to eliminate the element of traders’ profits (both 
positive and negative), as Weld does, is to get back to as sterile an eco- 
nomic theory as that of the English classics. Formally, however, he 
appears to hold such doctrine in low esteem (p. 247), and certainly he 
has gone to the market itself for materials and has studied its processes 
at first hand. There he has surely seen the development of advertising 
as a means of increasing or directing demand; has seen too that the 
strategic position of buyers and of sellers depends very often upon differ- 
ences in their financial situation or their access to sources of market infor- 
mation, and has seen how the prices of badly distributed or unwisely 
stored goods do not at all correspond to their costs of production, 
including marketing. But he has not worked these and countless other 
adventitious but significant factors into a comprehensive and vital 
philosophy of the prices of farm products. He has failed to make his 
extended personal understanding of actual marketing conditions effect 
an alignment between those facts and a set of economic principles 
which are truly up to date. 

The reviewer regrets saying so much in seeming dispraise of a book 
he so greatly approves. But the publication of so comprehensive and 
vigorous a study of this important question should be the occasion for 
all students of the problem to make frank and searching examination 
of their ideas upon the subject. Professor Weld has laid some excellent 
foundations. Later writers will be much in his debt and teachers will 
find that he has given them an excellent book for class use. If some of 
us think he is unduly complacent about the existing organization of the 
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trade in farm products we may well remember that a large amount of 
public sentiment and local prejudice can be depended upon to exert a 
strong counter-influence. 


E. G. NouRSE 

UNIVERSITY OF ARKANSAS 
Transportation Rates and Their Regulation. By Harry GUNNISON 

Brown. New York: Macmillan, 1906. 8vo, pp. xii+347. 
$1.50. 

Professor Brown has here presented an extremely compact and read- 
able theoretical study, by far the chief space and emphasis being devoted 
to freight discriminations. In the main he follows the generally accepted 
views, with some contributions of his own. These include an analysis 
of “competition of markets” into “competition of directions’ and 
“competition of locations.’”’ Both must apparently be combined to 
produce the type of case (treated by the author under “competition of 
directions’’) in which a really strong competitive force appears to be 
acting. The author also erects into a general principle the method, 
used by the Interstate Commerce Commission in the transcontinental 
cases, of permitting short-haul rates to exceed long-haul rates by not 
more than a fixed percentage. Nearly one hundred pages are devoted 
to questions of freight discrimination, which are excellently treated, 
twenty-five pages to outlining the development of rate regulation in this 
country—this overtaxes even Professor Brown’s powers of condensa- 
tion—and eighty pages to the rate rulings of the Interstate Commerce 
Commission. 

The treatment is far from covering the entire field of rate theory. 
The problem of valuation is untouched, as are the special issues involved 
in passenger, express, and mail charges. The six pages devoted to costs 
and rates on water routes contain no mention of the principle of varied 
cargoes nor of the special conditions of competition and pooling in that 
field. If the actual classification system had been treated, and if the 
regional rate systems had been treated more fully, questions of principle 
would have been revealed well worthy of a place in a complete theory 
of the subject. The study of classification omits the physical and traffic 
characteristics of shipments which affect the cost of moving them. 
New York’s 1,000-ton-barge canal project is mentioned without reference 
to subsequent enlargements. One most important gap which no writer 
has yet filled is the omission to organize the engineering principles of loca- 
tion and construction as an integral part of the theory of rates. There 
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is material here which might help to shatter the conventional treatment 
of investment as a fixed outlay. 

On this latter point the book presents a view which is more generally 
accepted than the reviewer wishes it were. The author appears to 
underestimate the amount of continuity which prevails in the growth 
of ‘‘fixed expenses’’ and the effect of the continuity and of the momen- 
tum of established rate policies on the freedom of roads to disregard 
investment in fixing rates. The excellently descriptive phrase, ‘sunk 
costs,’’ is applied with more than doubtful correctness to the entire 
transportation investment. 

In general, the author’s treatment is good, in that it takes a long-run 
point of view, considering the effects of rate policies on future railroad 
construction. One may feel, however, that the ability to charge paying 
rates is taken too exclusively as the test of the question whether a road 
will be built, or ought to be. There is a refreshing orderliness about 
Professor Brown’s thought, and if it somewhat exceeds the orderliness 
of the facts, and if his illustrative material be suspected of offering selec- 
tive aspects, why, Professor Ripley’s work is at hand as an antidote. 
As a text the book is incomplete, but it supplies elements which other 
treatments lack, and should fill a much-felt want to the instructor who 
wishes to use Professor Ripley’s treatise for its range of concrete material, 
but whose students would be wholly unequal to the task of assimilation 
which it imposes. 

J. Maurice CLARK 

UNIVERSITY OF CHICAGO 
The Commerce of Louisiana during the French Régime, 1699-1763. 

By N. M. Miter Surrey. (Columbia University Studies, 
LXXI, No. 1.) New York: Longmans, Green, & Co., 1916. 
8vo, pp. 476. $3.50. 

The organization of this volume might very well fall into the following 
divisions: (1) physical features affecting the commerce of Louisiana 
with reference principally to “Waterways”; (2) mechanism of trade, 
including chapters on “ Navigation,” ‘‘ Boats,”’ “ Highways,”’ “ Barter,”’ 
“Silver Coins,” “Copper Coins,”’ and “Paper Money and Credit”’; 
(3) trade relations of Louisiana, with the principal chapters on ‘Trade 
between France and Louisiana,”’ ‘‘The Slave Trade,” “The Trade of the 
Illinois Country,” “The Fur Trade of Louisiana,” “Trade with the 
French West Indies,” etc. The author has had an unusual opportunity 
for the examination of source material. We are informed that “every 
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library in the United States likely to contain material on the subject has 
been visited. As the chief source of information naturally is France 
itself, the stores of the archival centres and the libraries there have been 
freely drawn upon.’”’ The work is based largely upon unpublished docu- 
ments. Throughout the volume the author makes ample use of these 
sources. In fact, the reader gets the impression that the great abund- 
ance of material was often a cause of embarrassment. As a result, the 
theme is developed in some of the chapters to such an extent as almost 
to confuse the reader with facts. The study is descriptive rather than 
critical. With the sources at hand, and with unusual opportunities for 
judgment, one regrets that the author did not give us a critical estimate 
of the French colonial policy. For example, what was this policy and 
how was it applied to Louisiana, and with what success or failure ? 
Another criticism which should be made on the volume is that the treat- 
ment is principally topical. The various branches of commerce are 
not brought together so as to give us a broad and comprehensive view 
of the trade development of the colony; nor is the causal connection 
shown between the factors of development, so elaborately explained in the 
first third of the book, and the development itself. In spite of these 
shortcomings, Dr. Surrey has made an important contribution to the 
study of American industrial history. The volume covers a phase of 
development which has hitherto received little attention, and its wealth 
of material is a valuable resource to the student who cannot have access 
to the original documents. Unfortunately, it must be remarked in this 
connection that the volume is not provided with an index. 


Isaac LIPPINCOTT 
WASHINGTON UNIVERSITY 
St. Louis, Mo. 


The Panama Canal and Commerce. By Emory R. JOHNSON. 
New York: D. Appleton & Co., 1916. Crown 8vo, pp. 295. 
$2.00. 

This book on The Panama Canal and Commerce was written to 
explain why the canal was built in the first place, the present and future 
use of the waterway by the world’s commerce, and the system of tolls 
and tonnage rules obtaining in the canal zone at the present time. ‘The 
discussion is addressed to the man engaged in shipping and also to other 
students of the canal in relation to shipping.”” The volume is the latest 
of a series of which Sanitation in Panama, by General Gorgas, and The 
Construction of the Canal, by General Sibert and Mr. Stevens, are the 
earlier volumes. 














BOOK REVIEWS AND NOTICES 211 


The demand for the canal was of a twofold nature; it was required 
as a commercial convenience and as a military necessity. Whether the 
military value has been unduly emphasized can only be determined by 
future events. The primary object, states the writer, was commercial; 
the military was secondary. Encouragement to domestic industry and 
trade and the removal of the handicap under which we competed with 
Europe for the commerce of the Pacific was the main cause for its con- 
struction. The analysis of the present canal traffic in chap. vi goes far 
to prove that the generalization of the writer was correctly drawn; the 
market for American exports has been greatly widened, opportunity has 
been afforded our manufacturers for securing cheaper raw material, and 
a social saving has been realized in cheaper transcontinental carrying 
costs. 

The reopening of the Panama Canal in 1916 to the commerce of the 
world has brought to the front another important question, namely, the 
part which the canal is likely to take in the post-bellum commercial 
rivalry and in the development of the trade routes of the distant future. 
The canal was first opened at the moment of the outbreak of hostitilies 
in 1914. Hence its effect on the ocean-carrying trade so far has not 
been fully tested. 

Apropos of a forecasting of the probable trend which commerce 
may be expected to take in the future, the writer makes a detailed study 
in chap. iv of the movement of trade through the waterway during the 
thirteen months in which it was open to traffic. Approximately 97 
per cent of the traffic was handled over five general trade routes as 
follows: (1) the United States intercoastal route, (2) the Europe- 
Western North American route, (3) the Europe—Western South American 
route (4) the United States-Western South American route, (5) the 
United States—Far Eastern route. Of the six and three-fourths million 
tons carried through the canal, one-third was domestic commerce which 
moved between the seaboards of the United States, divided evenly 
between east- and west-bound traffic. The bulk of the remaining two- 
thirds consisted of commerce between the United States and foreign 
countries. The war was responsible for the exceptionally small amount 
of trade between Europe and the Western South American and Western 
United States ports, which amounted to but 14 per cent of the total. 
The opinion is ventured that, following normal conditions, the two 
routes from Europe to the west coast of North and South American 
countries will bear the greatest amount of traffic, which is expected to 
amount to at least 35 per cent of the total. 
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Chap. iii on “‘ The Canal and the Length and Time of Ocean Voyages” 
saved by the canal is very instructive in this forecast, as is chap. xi 
on “Fuel Supplies and Costs via the Panama Canal and Alternative 
Routes.” Generally speaking, the economy resulting from the shorten- 
ing of ocean routes is indicated by the number of days saved in making 
voyages. But whether a longer or a shorter route is selected depends 
on two things: the traffic obtainable and the presence or absence of 
coaling stations along the route, together with the price of coal at these 
stations. These factors are carefully analyzed in chaps. x and xi and 
reduced to conclusions which are readily grasped. These chapters, with 
chap. ix on “‘Europe’s Interest in the Panama Canal,” which explains the 
competition which has been afforded between New England merchants 
and certain European merchants in the Orient, bring the international 
features to the front and aid in laying a basis for calculating the effect of 
the opening of the waterway on the world’s trade and more specifically on 
the Pacific Ocean. These chapters are among the best in the book. 

Professor Johnson is to be complimented on the interesting way in 
which he has treated an otherwise dry subject. The style is excellent 
and carries the reader through without loss of interest. Some parts 
of the book are of a purely descriptive nature and of merely temporary 
value. For example, in chap. iv, space is taken for charts and other 
detailed description showing the character and dimensions of some of the 
steamships plying through the canal. This information appears out 
of place and could easily be obtained from navigation reports where full 
details are available. Criticism might also be leveled against the chapter 
on “‘The Canal and Freight Rates.”’ A large part of the chapter is a 
duplication of information given in other treatises on transportation, 
especially that which explains the transcontinental rate structures and 
the intermountain rate case. The chief value lies in the fact that the 
story is brought up to date. The fact that there is repetition can be 
excused when one recalls that the book was intended for the shipper and 
manufacturer. H. E. Grecory 

UNIVERSITY OF CHICAGO 





Minimum Rates in the Tailoring Industry. By R. H. TAwNeEy. Lon- 
don: G. Bell & Sons, Ltd., 1915. Pp. xili+274. $1.25. 

This book is an admirable example of a type of work much needed in eco- 
nomics—a first-hand study of the practical working out of a specific economic 
policy. It is the report of an inquiry by the Ratan Tata Foundation into the 
administration and effects of the minimum-wage act in the English tailoring 
industry. 
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The work is particularly valuable to students of minimum-wage legislation 
because of the complicated problems presented by the clothing industry to 
the application of a legal minimum on account of the various methods of manu- 
facture (factory, workshop, and home work) and the wide extent of the industry, 
creating diverse interests within the industry based on method of manu- 
facture and on location, and because of the intricate and unstandardized 
character of the industry and the prevalence of the piecework-payment system. 

The work takes up the organization, work, and administrative problems 
of the Tailoring Trade Board and the effect of the establishment of the mini- 
mum upon general working conditions, wages, trade unionism, prices, and 
profits, on the workers, management, employment, and home work. Some 
of the more important conclusions are: 

1. Approximately 38 per cent or more of the women and 24 per cent of the 
men pieceworkers have had their wages increased. 

2. Trade unionism has received an impetus due to the desire of the better- 
paid workers to obtain an increase commensurate with that received by the 
low-paid workers, and to a striking improvement in morale among the low- 
paid workers because the Trade Board has given hope to workers who were 
previously hopeless. 

3. There is little evidence that the minimum tends to become the maxi- 
mum and considerable evidence to the contrary. 

4. Prices of clothing have not risen more than in previous years and there 
is no rise attributable to the minimum wage. 

5. Some speeding up has occurred, but in many cases there has been a 
spontaneous increase in workers’ efficiency. 

6. The minimum has caused employers to introduce improvements in 
organization and machinery with substantial benefits to both manufacturer 
and worker. 

7. Some firms have dismissed workers on the ground that they were 
not worth the minimum, but the number so dismissed has not been large 
and many regained work almost immediately. 

8. Considerable evasion of the act appears to exist among home workers 
due to inadequate inspection. 

Although manifesting sympathy with minimum-wage legislation, the work 
is judicial and impartial in tone. Conclusions are arrived at cautiously. 
The author frankly admits that conclusions based on only two years’ experience 
must be tentative. The work is a scholarly and distinctly valuable contri- 
bution to our knowledge of the administrative problems and the effects of 
minimum-wage legislation. 

Central Europe. By FRiepRICH NAUMANN. London: P. S. King & 

Son, 1916. 8vo, pp. xix+354. 75. 6d. 

All the oratory and the enthusiasm that have marked his rise to his present 
position as one of the most-read political authors of Germany today have 
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been brought by Herr Naumann to his present task—that of spreading the 
gospel of a great Central European organization at the close of the present 
conflict. Just what form this organization is to assume is not clear. But its 
purposes will be commercial, industrial, and military. 

The nucleus of the organization is to consist of the German Empire and 
Austria-Hungary. To this nucleus will be added the Balkans, Turkey, and 
the present neutral states to the north of the empire. Thus a combination will 
be effected that comprises a great stretch of territory through the heart of 
Europe, binding the members together with ties of common interest. At the 
same time the enemies of the empire will be separated. 

The major part of the book is taken up with discussion of the difficulties 
in the way of a union of the empire and the dual monarchy. The author 
realizes that the sovereignty of each state must be preserved; and that that may 
be done, works out a scheme of joint commissions which shall carry out the 
wishes of the several governments. The tariff problem is recognized also. 
Free trade is seen to be outside the thought of present practical politics; so 
a scheme of preferences is hit upon as sufficient to protect the members of the 
alliance against outsiders, yet of such character as to develop the resources 
of each country within the group and to make the organization a self-sufficing 
and a united economic area. 

In spite of the statement that the joint commissions shall hold no power 
over the whole organization, and that each member of the Mid-European 
organization shall be independent of the union except in matters of moment to 
all, the impression creeps out now and then that this is after all to be some sort 
of federation with the empire as the pivotal point. ‘‘ Mid-Europe will have a 
German nucleus, will invariably use the German language”; and “‘a type of 
Mid-European may be worked out, including all elements of culture and 
strength, the bearer of a civilization of rich and varied content growing up 
around the German nationality.” 


English and American Tool Builders. By JosEPH WICKHAM ROE. 
New Haven: Yale University Press, 1916. 8vo, pp. xv+315. 
$3.00 net. 

The growth of the factory system into its present status has been depend- 
ent to no small degree on the development of machinery. This is a well- 
recognized fact; but, strange as it may seem, comparatively little attention 
has been paid to the fact that the building of accurate machinery has been 
made possible only by the development of machine tools. The work of such 
men as Maudslay, Naysmyth, and Eli Whitney has been taken for granted, 
and their inventions are used day after day, wherever machinery is being made, 
without thought of the men whose ingenuity brought them into being. 

The author’s purpose in producing this book is “to bring out the importance 
of the work and influence of the great tool-builders.” The early English and 
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the American tool-builders are described in a lucid, graphic style which catches 
and holds the attention. Little is said of the tool-makers of other nations, 
because, as the author states, practically all the creative work in tool building 
has been done in these two countries. 

Owing to the fact that the history of tool building in America had never 
been written, the author has been under the necessity of using personal informa- 
tion to a large degree in compiling the latter part of the work. Perhaps to 
avoid a change ia style, not only the chapters on American tool-builders, but the 
entire book is cast more or less in the form of a running anecdote. Throughout 
the work, however, the author has kept in mind the important lines of develop- 
ment in the machine tool industry. A few of the later chapters seem to leave 
the central theme, but this is no doubt because of the necessity of dealing with 
the American side of the subject as a series of developments in different geo- 
graphic sections. As a whole, the book is a well-developed account of the 
work of the chief English and American tool-builders from 1775 to date. 


The Farm Mortgage Handbook. By KiNGMAN Nott Rosins. Garden 
City, New York: Doubleday, Page & Co., 1916. 12mo, pp. xili+ 
241. $1.25. 

Though the recent interest in rural finance has resulted in extensive study 
and discussion of foreign rural-credit facilities, the actual condition of rural 
credits in this country seems to have been little appreciated, according to the 
author. To spread the knowledge of rural-credit affairs of the United States 
is the purpose of this volume. 

The discussion is limited to such credit as may be safely allowed on a 
strictly business basis, and does not include the semi-philanthropic schemes 
that have been advanced for financing those whose means cannot command 
credit. 

A number of factors which govern the rate of interest charged for a farm 
loan are considered at length, handicaps of mobilizing rural credit are dealt 
with in detail, and reasons are shown for differences in rate at different places. 
All this is done with the purpose of showing the underlying principles of rural 
credit, and to emphasize the futility of trying to improve the terms on which 
farm loans are made by any other means than removing unnecessary legal 
obstacles and increasing the efficiency of the credit machinery. 

This done, the remainder of the work is devoted to a consideration of the 
farm mortgage in the United States. Organization and methods of dealers 
in farm mortgages are described, farm and urban mortgages are compared, and 
factors determining the best geographic field for seeking mortgages are listed. 
But of most interest is the thoroughgoing discussion of qualities of farm 
mortgages as investments; this item would by itself make the book worth 
while. 
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Financial Chapters of the War. By ALEXANDER DANA Noyes. New 
York: Scribner, 1916. 12mo, pp. xi+255. $1.25. 

The present European conflict has brought with it conditions without paral- 
lel in the scope of the world’s financial history. For that reason a number of 
expedients hitherto untried have been made use of to meet the necessities of 
the new situation. Some of them are schemes which were looked upon with 
suspicion by financiers before the desperate need of some new machinery 
forced their adoption; others are modifications of plans previously used, and still 
others are reproductions of well-known practices. 

Such is the central thought of Mr. Noyes’ volume. The complete demorali- 
zation of the world’s finances at the beginning of the war is described, and the 
means of reorganization are analyzed. Then follows a discussion of the manner 
in which the belligerents have secured the money for carrying on operations, 
the means by which the United States has been able to recover her financial 
balance, and the forces contributing to New York’s present position in the 
financial world. 

Lack of historical data by which to judge present conditions emphasizes the 
difficulty of making valid deductions as to probable economic results of the 
war. With this thought as a warning, the author attempts to draw some con- 
clusions bearing on commerce and finance at the close of hostilities. 

The volume covers in a lucid, popular manner this very interesting period in 
the world’s financial history. Its purpose is to make clear to the layman some 
of the more outstanding economic features of the day, and the task has been 
done well. 


Child Welfare Work in Pennsylvania. By WitttAM H. SLINGERLAND. 
New York: Russell Sage Foundation, 1915. 8vo, pp. 372. $2.00. 
This volume, intended primarily as a manual of reference, contains a 

report of all organized welfare work in the state of Pennsylvania in behalf of 

dependent, delinquent, and defective children. The following points are 
especially emphasized: the character of the state and private institutions and 
the type of work done; the cost of the service; the number, kind, and classes 
of children cared for; and the causes of child dependency and delinquency. 

The book is well indexed. It abounds in numerous illustrations and statistical 

tables which give added interest to the work. The introductory chapter, 

written by Hastings H. Hart, sets forth the nature of child-welfare work in 
the state of Pennsylvania as compared with corresponding work in other states 
of the union. 














